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AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


TUESDAY, APRIL 17, 1956 


COMMITTEE ON INTERSTATE AND FOREIGN COMMERC! 


SupBcOMMITTEE ‘TO CONSIDER S. 26453 


Lhe subcommittee met. at LO a.m... in room G—I16, lL nited St 
( ipitol, the Honorable John ©. Pastore, presiadinge, 
Present: Senators Pastore, Bricker, and Potter. 


Also present: ITarold I. Baynton, chief counsel; Wayne 'T. ( 


I 








} ]. } |? a Fy . \ aca 
ier, assistant chiel Ccoulisel: and drvobert YP. Murphy pecial cou e 
v ° pth 
~ "64 R4th ¢ Tat 
BIL! e the ¢ i ef ‘ 
Uy ‘ e} 1 I 
{ ' ! Te t 

j te) } , ti} ate and ] Repre int f ] C 

10 in Congress assembled. That this Ac e cited Rk 
} erg Ley Cpydrie \r of Wd 

POLICY A POS 

Sg 2 % 1 heretl chen real te e@ The polticv of the Ce re ol 
| ( Stites hisat hee iit dete ePCULIty nd we ri elfa f « 
eople of the United States should be promote hrough an pandi I 
atan expanding economy must in turn be promoted, among othe ans \ 
en the ce elopment of an ever-increasing supply of low-cost elect 
energy; that the Federal regulatory power should, consistent with the protectios 
of the public interest, be used to stimulate, encourage, and facilitate investmet 

physical facilities for the production of electric energy from all sources 
power including atomic energy, Coal, oil, natural gps. and water nad that m 


necessary duplication of Federal regulation with respect to the investment 


ch facilities should be avoided 





Sec. 8. PURPOS! lt the purpose of this Act to encourage maximum d 
ent of low-cost electric energy by amending certain provisions of e Act « 
Lugust 26, 19235 (49 Stat. SSS bt: &S. C.. sex TW and the followin 
AMENDMENTS TO i1k ACT OF AUGUS 6, 1935 
Sec. 4. The Act of August 26, 1935 (49 Stat. 888: 15 U.S. €. 79 . rende 


ng ‘No Company shall 


hy adding at the end of the first sentence of section 2 (a) (3) thereof the fe 
be deemed to be an electric utility Company within the 
‘ 
f 


meaning of this section its only connection with the generation, transmiss 
or distribution of electric energy is the ownership or operation in whole or in 
part, directly or indirectly. of facilities for the production of heat from speci: 
nuclear material which heat is used, directly or indirectly, in the generation of 
clectric energy.” 
sec. >. The Act of August 26, 1935 (49 St 
by adding at the end of the section 2 (a) ¢ 
(C) Notwithstanding the provisions of paragraph (3) of subsection (a) of 


section 2 and of clause (A) of this paragraph, a company not otherw 
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} ling company shall not be deemed to be a holding company, and the status 
a company granted, or entitled to be granted, an exemption as a holding 
upany under section 2 or 8 of this title or any rule, regulations, or order 
hereunder shi not be affected, solely because it directly or indirectly owns, 
ith power to vote, 10 per centum or more of the outstanding 
i a colnpany Which meets the following conditions: (i) such 
mupany does not own or operate any facilities used for the distribution of 
Hel for sule and the facilities which it owns or operates are limited 
es used for generation of electric energy for sale and facilities used 
for transmission in connection with such generation of electric energy; (li) al 
voting securities of such company are owned by two o1 
re electric utility or holding en Which themselves own or operate, 
ise of holding cCommpanies own or operate through subsidiary com 

panies thereof, utility assets which are located within an area within which the 
energy oe by such company can economically and feasibly be transmitted 
ind sold and are physically interconnected with the facilities of such company 
either by direct aad cal interconnection therewith or entirely through the facili 
es of one or more of such electric utility Companies or the integrated publi 
tility system or systems of one or more of such holding companies, or through 
the facilities of the United States, a State, or any political subdivision of instru 


\ 
¢ 
yt 


mentality thereof): (iii) all of the electric energy generated and sold by such 
pany is ld to one or more of the electric utility companies, or subsidiary 
ies of the holding nupanies, which own the voting securities of such 


or to the United States, a State, or any political subdivision or instru 
nentality thereof; and (iv) the issuance of securities by such company and 

each of such electric uti ty or holding comp es is subject to the jurisdiction 
agency or instrumentality of the United States.’ 


COMPLIANCE WITH SECURITIES ACI 


SEC. 6. Except as herein expressly amended the Act of August 26, 1935, shal 
e and remain in full force and effect Nothing ‘contained in this Act shall 
relieve any person of any duty, obligation, or liability to which he would 
therwise be subject under any provision of the Securities Act of 1933, as 

iwnded, the Securities Exchange Act of 1934, as amended, and the rules, regula 
tions, and orders validly issued thereunder 


Senator Pasrore. I have prepared a short statement that IT should 


like to make in the way of an ntroductory rem wi before we hear the 
testimony of the first witness. 

The purpose of this bill under consideration, S. 2645, 1s to encour 
age maximum development of low-cost electric energy from all sources 
of power, including arom energy, by amendments to certain pro 
visions of the Public Utility Hole ling ¢ Company Act of 1935. 

As chairman of this subcommittee now | speak only for myself. 

hope that I express the sentiments of the entire me umbe ship of the 
committee. I firmly believe in the spirit, in ~ age she and in the 


objectives of the Public U tility Holding Compa Act of 1935. 
It was a good law when it was enacted ip lice more than 20 
vears it is still good law today. As far as Iam concerned the bill that 


we are considering today 1s intended in no way to c hange the basic 
principles and philosophy of the Public U tility Holding C ompany 
\ct of 1935. nor in any way to scuttle or subvert its intended objectives. 

If this is the case, I shall gracefully withdraw as a cosponsor. 

It is my understanding mn the pirpose of this bill which we are 
now considering is to bring about a situation whereby with some 
degree ot cooper: iti ve etfiort on the part ot eert: Lin distrib: ution coMm- 
panies within a particular area, it might become possible to under- 
take certain projects in the deve lopn rent of the peace ful atom which 
would not be feasible if it were to be undert iken D\ one Company 


pone, 
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When we passed the 1954 amendment to the atomic e ergy law it 
as clearly intended by the Congress of the United States that miu 
f the research and development of the atom should be made under 


uuy traditional system of free enterprise. I believe in this and I so 
tated on the floor of the Senate when [ explaimed my position in sup 
porting the amendment of 1954. 

Naturally, weareata point today where enero produced by atom 


energy is not at all competitive with eleetri power | roduced by con 
ventional fuels or hydroelectric facilities. The disparity cost 


till very great, thereby making it less and less attractive on the part 
of supervi ed public utility companies to undertake this venture unle 
thev recelve some encouragement to do so. This is the purpose 
ect on 4 of this bill. 

It isthe stated purpose of section 5 to allow certain ex sting publ 


itility companies now under State or Federal jurisdiction to join to 
vether ni common venture whereby 11 nieht becol e possible tO re 


; ae : ; 
duce the cost of electricity and electric power to the consumer withn 
4 wiles } aah Bea 47 41 + 41 ‘ . — 4 
11 TCO WOLIN GAith WUILELIEL C11 ALCaAD LiLAL LIITY ALU LLU Cavialy ai 
" ] ] wath . | * +} , ad | 
S the case, and it can be done without Harmine th hnvestor or thre 


onsumer. | do not see any conthet with the fated purposes of the 
Publie Utility Holding Company Act of 1935. 
If this is not the case, that 1s precisely the reason v y we are hold 
iv these hearings so that we can be told. 
My interest in this bill, and the reason why I becnme vn cosponsor, 
as to better promote research and developn nt in the field of atom 
energy by private industry so as not to lose the race either to Russia 


orto any other country in this particular field. It would certainly be 
isad day for America if we were to allow this to happen. 

My interest. therefore, in S. 2643 is how to promote the interest of 

ie consumer. If that is the case I want to see this bill pa sed. 11 

} } } 

the consumer is not to be protected under this bill then I shall be the 
first to end niV interest in It nna to decline to Support it. 

| might say parenthetically that we nre here today to listen to wit 


nesses, and we shal! conduct full hearmg's sous to hear all fe 


rested 
parties who niay be interested in any parti ular feature of this bill. 

| repeat agmalh, and I think that Ie Kpress the sentiments of cull the 

wimbers of the committee when I Say that we are fundament ly ! 
terested in the consumer and in the investor. 

Am I right, Senator Potter 4 

Senator Porrer. That is right. 


Senator Pasrore. Senator Potter is the sponsor of the bill. Ll would 


\ 


ike to insert letters from the Atomie Energy Commniission, Genernl 


Accounting Officer, Department of Justice, and Federal Power Com 
mission at this point. 
(The letters are as follows:) 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D.C... February 8. 195 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
United States Senate. 

DEAR SENATOR MAGNUSON: This is in reply to your letter of July 28, 1955, re 
questiong a report on S. 2648, S4th Congress, Ist session, which proposes to 
encourage maximum development of low-cost electric energy by amending certain 
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ILITY HOLDING COMPANY ACT, 1935 


26, 1935 (49 Stat. S88; 15 U.S. C., sec. 79 and the 
has a double thrus he first is that of section 





ude from the definition of “electric utility company 


s facilities for the production of heat from specia 
heat is used in the generation of electric energy 

pt, from the application of the Holding Company 
h nuclear heat generating facilities and any othe 


t to the Holding Company Act, which owned stock 





Ser ipparent that the purpose of this section is to 
rticipate in privately owned nuclear electric generating 
ny the eCCHHOLOLY Ll nuclear erectrie power veneratiol 
Pf low-cost powet! The Commission, of course, view 
| nd in furtherance of its program under the Atomi 
1 ike to make the following comments in connectio 
ited he preceding paragraph, it is our belief th 
ous with respect to whether the exclusion ex 
e f ( clude equipment fo he generation 
( ( nice ( ™ nd, if the exclusic 
\ t el eS eLeclri l ile the nhucieda heu 
¢ ] it l g to I hpate wb Suc 
\ ( I i ! t ‘ il ts ye ‘ 
Y 1¢ Cy { t |? t | ( Sil 
ri nit ad W 1 i line, but we are not 
i { eff elit hal Lhiael'e COSTLY Opel ito! 
iia st yy 1} ime, vein 4 
I en ( Thiers ‘ 
yt at ots ‘ y)} } ere 
electric) th section 4 of the | sed 
é me eX i ‘ ry which 1 hot ert 
I ct I ills - ne that section 4 doe 
x sion f | Holding ¢ pany Ac 
el It has be the Commission’s view vat it 
0 m of expanded indus | participation, such 
7 Lie period i ribeye Vi i} i Lic ll 1 1 ict 
One ! adsl ] Bevo 1 
preveticn nal t thre 
I | eve that the extension ¢ 
( rie f« ! part vieay 
) ( lil l lit 
t } ’ thr. ‘ t 
yi nee to « ment pon the 
I t mower needs, of mak 
ti I rpors ted in section 5: that section wou 
he Told Compal Act anv electric utilit 
mupanyv, which would normally become 
f uisition of 10 percent or more of the sto 
ce requirements fo the extent that this section 
stock of cotupanies whicl i facilities primarily used 
( of electricity, and the transmission of that elec 
if is beyond the scope of the AEC’s responsibility and 
efore, refrain fre ng any comment However 
1 tes to nuclear power generation facilities, severa 
t } ropriat 


ea portion of one of the seeming defect: 
section 4, namely, that section 4 only permits the 
which owns heat-generation facilities, it appears 


t do not necessarily reflect a purpose of promot 











The ! ar generation of electric energy ro 
( ( facilities used for transmission in 
n of el - energy,” sets no very clear limit, nor 
er a limit is intended, as to the transmission of 
d in order f the company te lify Clause 





ers Pb ndustria companies which are 
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ite Ikely to be participating ih sue h nuclear electric enerating undertak y 
nd whose participation would appear desirable during a research and develo} 


ent period While such industrials may be able to obtain exemptions unde 
tion 8 (a) of the Holding Company Act, the multiple sources for exemptions 


} 


pear to make the Whole administrative problem both disjointed and eumber 


an Finally, and in a more general vein, we believe that consideration should 
» be given to exempting “affiliates” as well as holding companies, under se¢ 
moO This is necessitated by the fact that the section 4 exclusion seems to 
we limited to a subsidiary which only owns heat-generating facilities: section 5 
empts parent “holding con panies” even when the subsidiary owns both heat 


nd electric-generating facilities, but affiliates would not, under the proposed 
angunge, have the same advantage 

Therefore, we conclude that section 5 may make feasible, without invoking 
he Holding Company Act, participating undertakings whereby some industrials 
nd utilities of wide geographical separation own securities of a company ow1 
ng facilities for the nuclear generation of heat and electricity and for the trans 
ission of that electricity However, we believe that it does so in an unduly 





sicated manner insofar as nuclear generated power is concerned, and th 


t 





I 
falls somewhat short of what it appears it was intended to accomplish 
The Bureau of the Budget has advised that it has no objection to the submis 
f this report 
Sincerely yours 


W. F. Lippy 
(For Chairman 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, August 9, 1955 
124808 
Hon. WARREN G. MAGNUSON, 
Chairman, Committce on Interstate and Foreign Comin ree, 
lnited States Senate 


Drar Mr. CHAIRMAN: Reference is made to your letter of July 28, 1955, ac 


knowledged July 29, 1955, requesting a report on S. 643. 0 bill to exempt from 
lation under the Public Utility Holding Company Act of 1935 companies 
eeting certain conditions. We have no special information as to the need fo 
r desirability of the legislation and, therefore, we make no recommendation in 
ecard to its disposition 
lt should be noted, however, that the Public Utility Holding Company Act of 
1955 was designed to prevent certain abuses existing at the time of its ena 
ent An e\ceptlons to the act could, cone ivably mike possible i ( Irrence 
ich abuses While we do not intend to imply that such abuses w = av 
esult from the enactment of S. 2643, we suggest that the legislation be caret 


ned for such possibility 


sineerely vous, 
Pir ( I 
Comptroller Gener of the l fed States. 
I) N J 
Opn He ])} I i 
We } fon, a) 
i \W ( \I 8) 
( } ad / / ate a lo 
l f Nenat Washington. D. ¢ 
, y i ihis is in response t¢ mir reque I or t ) 
bie ot ce COnce! he bill (S. 2645) to pro e the co on dele 1 
thie eneral welfare of the people of the Unite States DV encouraging 1 
development of low-cost electric energy from all sources of powel Wine 
mic ehergy, coal, oil, natural gas, and water, and for other purps 
Che bill, which would be cited as the Electric Kuergy Development Act of 1955 


would declare it to be its purpose to encourage maximum developmen f 
cost electric energy by amending certain provisions of the Public Utility Holding 
Company Act of 1985 (49 Stat. 888; 15 U.S. C. 79, et seq.) Among the amend 


ments proposed, the bill would exempt from the definition of the term “elect: 


utility company.” in section 2 (a) (3) of the act, companies whose only cor 





i 
: 
' 
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nection with the generation, transmission, or distribution of electric energy is 
the ownership or operation in whole or in part, directly or indirectly, of facilities 
for the production of heat from special nuclear material which heat is used 
directly or indirectly, in the generation of electric energy. This amendment 
would mean that companies whose sole connection with the production of electri: 
euergy is the ownership of a nuclear reactor would not be “electric utility com 
panies” within the meaning of the Holding Company Act 

The bill would also amend section 2 (a) (7) of the Holding Company <Act 
by adding a provision to the definition of a “holding company” to the effect 
that a company not otherwise a holding company shall not be deemed to be 
holding company under the act solely because of it owns, controls, or holds with 
power to vote, 10 percent or more of the outstanding voting securities of a 
company (1) which has facilities only for generation and transmission and 
not for distribution of electrical energy: (2) all of whose outstanding voting 
securities are owned by two or more electric utility or holding companies which 
themselves own or operate utility assets which are located within an area within 
vhich the energy roduced nV sue h con pany can economically and feasibly le 
transmitted and sold and are physically interconnected with the facilities of 
such company: (3) all of whose electric energy is sold to one or more of. the 
electric utility companies, or subsidiaries of the holding Companies which own 

vy. or to the United States, a State. or any 

political subdivision or instrumentality thereof, and (4) the issuance of whose 
securities and the securities of each of the electric utilities or holding companies 
owning its securities is subject to the jurisdiction of a State commission or any 
agency or instrumentality of the United States. Under the present language of 
we Holding Company Act, any Company which directly or indirectly owns 
controls, or holds with power to vote, 10 percent of the outstanding securi 
ties of an electric utility is a holding company 


voti securities of such compa 





Since enactment of the bill would exempt certain utility companies from the 
provisions of the Publie Utility Holding Company Act, and from regulations 
prescribed thereunder by the Securities and Exchange Commission, it should 


e noted that compliance with the Comimission’s rule U-50, which currently 


{ 


requires the sale of publicly offered securities under a competitive bidding pri 
cedure, would no longer be required 

Whether the bill should be enacted involves a question of policy concernin 
which this Department prefers to make no recommendation 

The Bureau of the Budget has advised that there is no objection to the 

ibinittion of this rep 

Sincerely 
WILLIAM P. Rogers, 
Deputy Attorney General 


FEDERAL POWER COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, May 29, 1956 
Hon. JOHN QO. Pastor: 
Chairman, Subcommitte to Consider WS O43 0 the 


Committee on Interstate and Foreign Commerce, Washington, D. C. 


My Dear Mr. CHAIRMAN: In response to your request at the hearing on the 
above bill April 19, 1956, I hand you herewith copies of a résumé of Federal Power 
Commission regulation relating to companies exempted by S. 26438 from regula 
tion under the Public Utility Holding Company Act, prepared by our Assistant 
General Counsel Wahrenbrock 

i trust that this résumé will meet the committee’s needs 

Sincerely yours 
JEROME K. KUYKENDALL, Chairman 
ure No. 94420 


RESUME OF FEDERAL POWER COMMISSION REGULATION RELATING TO COMPANIES 
EXEMPTED BY S. 2643 From Pusnic Urinitry Horping Company Ac1 


This is in response to the request of the subcommittee’s Chairman that the 
] 


(Chairman of the Federal Power Commission have someone on its staff follow 
the testimony in the hearings on 8. 2643, 84th Congress, and supplement the 


The stenographic transcript of the hearings of the subcommittee of the Senate Com 
ittee on Interstat nd Foreign Commerce to consider S. 2648 is cited herein as 
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FPC’s report (Tr. 405-409)" and its Chairman’s testimony (Tr. 386-404) wit! 
a résumé of the regulation the FPC would administer under the Federal Powe) 
Act with respect to Companies exempted by S. 2645 from SEC reeulation unde 
the Public Utility Holding Company Act (Tr. 401-404) It is helieved that most 
of this résumé remains pertinent to the narrowed scope of the legislation which 
the sponsors of S. 2645 are now nnderstood to be contemplating (Cf. Tr. 663 
665, 681, 818-819, 8384, 859-862, 920-921, 934). 

By way of summary and conclusion of this résumé we may say that ou 
nuiivsis shows that two Classes of Companies exempted by S. 2643 would not 
come within any EPC regulatory jurisdiction. Those two classes are: (1) 
nuclear heat Companies, not themselves developing electric energy: and (2) 
companies involved in generation, transmission, or sale of electric energy moving 
olely within one State Of the other exempted companies Coming within FP¢ 
regulatory jurisdiction, all are subject under present liws to FIC regulation of 
certain aspects of their business not regulated by the SEC (such as accounting 
and wholesale rates). Some additional regulation by FPC., from which they are 
now exempted, with respect to certain property and security transactions, would 
become applicable to them if they were exempted from SEC regulation Llow 
ever, the scope of the additional regulation which FPC would directly and 
immediately exercise is narrower than the SkC's from which they would be 
exempted by S. 2645 

sefore discussing the bases of these conclusions, certain apparent misconce] 

should be cleared up The bill would not elimiante any duplication of 


‘ ulntion by SEC and EPC (Cf Ss POAS, l! a lines 10 11 ig HSS) ) because 
there is none (Cf. Tr. SB, SV-SW, 340, 344-345). Congress made sure of that in 
enacting the Public Utility Act of 1935 (49 Stat. SBS) That act embraces as its 


tle I the Public Utility Holding Company Act of 1935 (15 U.S. C. 79 to T9z—6) 
nd as its tithe Il the additional legislation which converted the old Federal 
Water Power Act of 1920 (41 Stat. 1068) into the present Federal Power Act 


ig U. S. C. Ta to SZor) Section 31S of the present act 1G | s. C. 820q) 
eliminates all possibility of duplication between the two by providi 
SI 31S. 1 With respect to the issue, sale, or guaranty of a security, o1 


unption of obligation or liability in respect of a security, the method of keep 


s, the filing of 


coun reports, or the acquisition or disposition of any security, 
ipital assets, facilities, or any other subject matter, any person is subject both 
requirement of the Public Utility Holding Company Act of 1935 or of a rule, 
regulation, or order thereunder and to a requirement of this act or of a rule, 
ulation, or order thereunder, the requirement of the Public Utility Holding 


Company Act of 1955 shall apply to such person, and such person shall not be 
S ect to the requirement of this act, or of any rule, regulation, or order there 
nae with respect to the same subject matter, unless the Securities and Ex 


ange Commission has exempted sueh person from such requirement of the 
Public Utility Holding Company Act of 1985, in which case the requirements of 

s act shall apply to such person,” 

When it came to eliminating possible duplication in accounting regulation 
however, Congress tuade an exception to this dominance of SEC regulation by 

specific provision in section 20 (b) of the Publie Utility Holding Company Act 
preserving the accounting requirements prescribed by the FPC (and any other 
Federal or State accounting regulatory authority) for the companies subject to 
{ isdiction and contining the SEC to supplementary requirements (Cf. Sup 
it of SEC on S, 2648, Miiy 24. 1956, D. 20) 


This meticulous avoidance of duplication of the regulation provided for in the 


plementary statemel 


Federal statutes as they now stand clearly indicates that there is no need for 
S. 2648 to eliminate “duplication” in Federal regulation (Cf. S. 2645, p. 2, lines 
10-11; Tr. 489) It follows, if the bill has any practical significance (and we 


certainly must assume it has), that it would altogether eliminate some Federal 
regulation How important such eliminations are to the public interest, is the 
question. The outside limits of their possible scope are indicated by testimony 
showing that the generating capacity of the electric utility industry will be 
doubled in the next 10 years (Tr. 412). This means that in 1966 50 percent of 
the industry's capacity will be new generating capacity added since 1955. This 
rn) percent, moreover, will be in addition to the new plants built to replace the 
old fuel electric generating plants retired during the same period. Assuming 
an average life of 35 years for the retired plants, it may be expected that such 
retirements and replacements will average 1 million kilowatts per year. This is 
1.4 percent of the 230 million kilowatts anticipated total capacity in 1966 (Tr 








I v Holding Comper \ct, believing that the scope and incidences of that 
eculation, as well as the standards guiding SEC in its exercise, are better to 
be explained by the SK¢ W re it is necessary to refer to that regulation, we 
hall endeavor to conform to SEC's description of it (see Supplementary State 
( of SEC on S. 2648, May 24, 1956, pp. 22-29) 
' Pay, pA YO ;ULATED BY FEDERAL POWER COMMISSION 

Ty Clusses of companies that would be exempted from SEC regulation by 
S. Bb6AS uld not be subject to any regulation by the FPC. These are: (1) 
uclear reactor Companies that do not produce and sell or transmit any electric 
ower, and are not controlled by or subject to Common control with a company 
t] does, but only develop and sell heat for power production at arm’s length; 
2) 2 rating companies producing und selling electric power that is generated, 

ls e¢ stribute im ined in a single State, and spousors purchasing 

h powell 

1) The first kind of company ay be illustrated hypothetically by the Power 
Reactor Development Cor] That company, a nonprofit Michigan corporation 
whose membership includes 26 utility and dustrial corporations, proposes to 

d operate ! ear react t a cost of $40 million, on the westerly 
res of Lake EF) iD] x ately 6 miles north of the city of Monroe, Mich.., 

1 wx team produced | the renet to the Detroit Edison Co Detroit Ediso1 
| ffered to participate thus member-donor to the Power Reactor Devel 
pment Corp, and by building 150,000-kilowatt steam turbine-electrie generator 
t S14 ( e same e, utilizing the steam so purchased and 

g the ¢ ele l system in the State of 
NI 2 m4) 

Alt] gh the FPC has never ] sed 01 it ( Ol ud appear that the 
i etl "\ ‘ spect to the Power 
ce | ( l ( ‘ t I i | electric ¢ ergy 

‘ " 
! \ 
S Edis 

tever is ric 0 he Power Reactor 
Corr tea ‘ ecovered in ites it harges Whether it will 

I ) ype ting expense its donations and con 

1 f ' the nscril of the hearing (but 
Say el nt Statement « SI-¢ S, BPOAS Via » 1956. np. &. footnote No. 1 and 
nt Con ttee o1 Atomic Energ 0 Development. Growth, and State of the 

\tomic | gy Industr reby ry 7-10, 1955, pp. 246-247 However, to the extent that 
l for t economical alternative 
I \ ‘ t \ urs in the mye ru 
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ny ‘ i ‘ ind geographical distribution of facilitie 
estimated that ith 54.4 percent of the total generatng capacity repre 
ted | lit plants, Up to 35 pe ent of that 1966 total may be within the scope 
( roposed ¢ celmpt on 

hus ( endiment nder consideration are not of a “minor and technical 
it¢ ( il 14), but lise the vel luportant question of what Federal 
there shall be for a part that may amount to as much as 35 


ct ‘ he Nation's total electric utility power supply at a date no further in 





utu than 1956 is from the end of the last world war. 
s] d be noted that this résumé provides information with respect to 
‘ that are beyond the scope of the FVC’s comments and recommendations 
S. 26 The Fi position, of Course, is as stated in its report That is to 
\ ‘ roposed exemption relating to those hydroelectric 
ern Lae ould be subject to the FVC'’s licensing jurisdiction 
er] I « sed on occupancy of, or effect upon, navigable waters, 
occupaney of public lands, of the United States) as well as to the FPC regu 
0 isdiction d part I] of the FPA (based on interstate transactions 


‘ 
electric power) to Which most of them would probably also be subjec ce in part 


‘ t | s résumé, however, will also cover large conventional steam-electric 
d nuclear heat and/or electric, generating subsidiaries, as to which FPS 
sd n would usually attael under pt. Il of the FPA) in those cases in 
eh there ould be interstate transactions in some or all of the electric power 
erate 


We shall not undertake to state what regulation is provided under the Public 








riiusl té itl s( 1 t whole ( he! { a pire 
rn rr “ ts fy l ~ ( v And h oO ds 4 
643 were amended » provide, on page 2, In "4 for the exe 
‘ ing or operating facilities for the productio ‘ 
‘ Nit “er. 8 SS—301, partic irly the third te ‘ eS ¢ 
zh Is¢ ej Isai) ion of the FR¢ I ( ) I] e FI 
! < . l ‘ - bari elect «¢ energy 
L com eS OV ng or operating facilities for suc ' 
I » Tile ( Lil¢ lon of hie Ne ] ani \ qd @XT¢ ad i 4 j 
The se | kind of Company which, if exe ted from SEK¢ 
thd 11 subject FPC regu ‘ \ ‘ 
Ilinois Powe (Co it j | es ( 
bb. I.), each hit 200 per of that We 
I ny part of U com Vs elt Powe itpu | | 
poration, owns and operate ' ve conventional ; aks 
tat Joppa, I lor present purpose vould ( ( en 
re prod ne its electric powel! ! lear fuc | I? 
renti claims that 1 Ss nota by] lity Subic » 1% 
er part II] of the FPA, althoug! t risdicetionnl st 
mined bv the FPC The claim pre imably is based upon the 1 
ne of thie power transmitted, dist! ited, or sold by the ¢ | ‘ 
t which it purchases from E. EF. L., is transmitted from the State 
renera ed nnd consumed out thereof 1 OO GOO i ‘ 





\isuniua 1voo, pp. vot mo: El 





EPC form No. 12: In the Matter of Central Tine Public Se 


28, 1953 This, if tr 





FPPC docket No. E-6470, order issued is. if 4 
vy basis for FPC jurisdiction under f the FPA Sint 
e other hand s not based solel mo interst ( eres ele 
SO Ol nterstate comme ein securitle nal Se f the iiliti 
e CO erce in the negotiation and conusu of corp ean 
Sacecion Congress could of « se use th e ba fs 
( sdiction 


some regulatory jurisdiction will be addressed to three points: (A) 
of the jurisdiction FPC would exercise in the absence of an exemption 
regulation under the Public Utility Holding Company Act; (1) the 
i atoryv jurisdiction FVC would exercise where there is such an « 


ur consideration of FPC regulation of exempted ce mpanies ove 


Wd (CC) a comparison of that additional FPC regulation with the Sk¢ 


lifted by the exemption 


of FP( egulatioar Of CONLPARtCS subject to SE¢ econlation 


1. The following regulatory jurisdiction is exercised by the FPC 
f the FPA over or relating to “public utilities,” i. e., companies 

| 

| 


operate facilities for transmission or sale at, Wholesale of electric 


erstate colimerce,” irrespective of whether its source is in nucle: 


nventional prime movers and regardless of whether the same pet 


subject to regulatory requirements imposed by or under the Public I 





ing Company Act with respect to activities not regulated by or unde 
the FPA 
(a) Corporate and financial regulation 
Accounting and depreciation (see. 301, 802, 208) 

his is true the obvious fact tl t the ‘ of thre ten? 
I W eT rniine the eost of he electr ene 9 } 
He compar Mi a nonprofit corporation in the me cast ry 

I Is Ver ttle different from the first sale of eleetr nower } 4} rel 
I conce ne Which the Supreme Cou suid « the 1 e charged 
company generating electri energy! If intervening compat ~ | 
producers in the State of production, free of Federal control, cost would be 
the neidence of Federal reculation and Federal rate contre would be subst 
if not rendered futile Jersey Central P. & J \ i P. ¢ —IOT S 61 71 

The FPC has not formally passed upon the question of the precis 
poration constructing facilities which it subsequentip operates f + 

le at wholesale in interstate commerce become nnhiik tilits © 
re the FPC has never asserted that a company w 
‘ ition as such under the FPA on the sole basis of its nershin of fat 

t t operated tor transmil ion or ile it wholesale I terstate. 
! ever been so operated Compare Supplementary Statement of the SE¢ 


24, I 6. Dp 24) it) 
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Dividends out of capital not covered by section 12 (¢), Public Utility Hold 
ing Company Act (sec. 305 (a) 

Interlocking positions and insiders’ profits not covered by section WZ (e¢) 
f the Public Utility Holding Company Act (sec. 505 (lb) ) 


bh) Regulation of service, interconnections, and coordination of operations : 


Applications for compulsory interconnection, generation, transmission, et 


en 0 bp) 
Wa and emergency orders for interconnection, et {Se 2U2 (¢) 
Export of power from the United States (sec. 202 (Ce) ) 
Inadequate or insufficient interstate service (sec, 207 
ey) Regulation of interstate Wholesale sales and transmission 
Rates and charges, and classifications, practices, regulations, and contracts 
iffecting or relating thereto (secs. 205, 206 (a) ) 
” In addition, hydroelectric projects on or affecting navigable waters of the 
United States or on lands of the United States, and the Companies Constructing 


perating, and maintaining them (whether or not also “public utilities”) are 
subject to FPPC licensing and regulation under part To of the FPA) (regardless 
f SEC regulation of other activities) as follows 


Project regulation 


( nstruction, operatior ind maintenance must be licensed Upon statutory 
terms (secs, 23 (b), 4 (Ce) 
Location and design must meet statutory standards (sec. 7 (ay, 10 (ay) 
Maintenance and repair are controlled (sec. 10 Cc) 
Hi water benefits must be paid for (sec. 10 (f)) 
Provision is made for navigation facilities and fishways and for operation 
ind maintenance thereof (secs. 11, 18) 
Right of re ipture of site Upon reimbursement for tet imvestment is 
eserved {sec 14) 
bh) Corporate and tf mew egulation 
Amortization of net vestment out of any excess ove uo fair return is 


provided for (sec. 10 ¢d)) 


Annual charges are imposed sec. 10 (e)) 

\c until and depreciation are regulated (sees | by, TO te 14. 301 
aoe 
( Rates and ser ‘ Ser 1 and vo 


None of the FPC regulatory jurisdiction enumerated in land 2, above, dupli 


cates SEC regulation where the companies are also subject to its regulation of 
other activities under the Public Utility Holding Company Act, and none of it 
mld be affected by exemption from SEC regulation 
RB. Scope of added FPPC reaqulation of companies c.remipl l from SFC 
Phe terms of part IT of the FPA provide for certain additional FPC regulatory 
iisdiction over or relating to “public utilities.’ from which section 318 of the 
power act would exempt if subject to SEC regulation under the Publie Utility 
Holding Company Act The granting of an exemption by S. 2648 from the SK¢ 
regulatory requirements would activate that additional FPC jurisdiction. It 
overs 
1. Issuances of securities and issumptions of any obligation or liability as 


uarantor, endorser, surety, or otherwise in respect of any security of another 
perso! sec, 2O4), except where exemption on account of State regulation applies 


™ “>t f } 
> Sep le lenses. and other ¢ positions of tacilities (sec, BOS) 
[ir tori " ergel r consolidations of facilities (see. 208) 
1 Ac lisitions of any security of another “public utility” (see. 203) 
» D dends ont of capita nsofar as not subject to regulation under section 
2 (ce) of the Public Utility Holding Company Act in the absence of exemption 
6. Interlocking ] s and insiders’ profits, insofar as falling within section 
7 f the Public Utility Holding Company Act in the absence of exemption 
ec. 205 (h 
In addition t lof the FPA confers jurisdiction on the FPC to regulate the 
nt nd character of securities to be issued by “licensees” and customers of 
M } ie 1 b or to operation, and some prior to construct 
\ 
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licensees Where the State or States in which they operate do not all provide 


regulation or are unable to agree (secs. 19, 20) 


C. Comparison of the scope of the added FPC regulation with the removed NE¢ 
regulation 

Chere are a considerable number of circumstances under which SEC regulates 
inder the Public Utility Holding Company Act (in the absence of an exemption 
where there is no directly parallel provision for FPC regulation in the FPA t 
which any company exempted by S. 2643 would be subject, e. g 

1. While both acts provide for the lifting of Federal security regulation wher 
here is State regulation, the FPA exemption, so far as it extends, is unqualified 
nd absolute (secs. 204 (f£) 19, 20).° while the Public Utility Holding Company 
Act's exemption is not only more limited but even where it applies SIC may iv 
ose terms and conditions to the exemption (sec. 6 (b)) 

: ” While section 203 of the FPA covers acquisitions of electric utility facilitie 
ind acquisitions of securities of any other “public utility’ under the FPA, it is 
oft us broad us section 9 (2a) of the Public Utility Company Hold ng Act whicel 
overs “any securities or utility assets or any other interest in any business.” 

*»* The FPC is not empowered to compel the geographic integration of cor 
minies in-a holding company system, the elimination of unnecessary intereo! 
porate complexities, the equitable distribution of voting power, or the elimina 
ion of unnecessary Corporate entities, if such problems should arise in the a1 
ungements exempted by S. 2648, as SEC would be under section 11 of the Public 
Utility Holding Company Act in the absence of exemption 

t. The FVPC is not directly einpowered to prevent or regulate the lending of 
joney to an associated company by a public utility subject to its regulation, as 
SEC is under section 12 (b) of the Public Utility Holding Company Act 

The FPC is not directly empowered to prevent or regulate the acquisiti 

w public utility of its own securities, as the SEC is by section 12 (¢c) of the 
Public Utility Holding Company Act 

6. While the FPA merely prohibits directors from participating “in the mak 

r paving of dividends from funds properly included in eapital account” 
see. 505 (a)), the Public Utility Holding Company Act broadly empowers the 


SEC to regulate or prevent the payment of dividends as necessary or appropriate 
protect the financial integrity of Companies in the holding company system 
SH 1? (@)) 
7. The FPC is not directly empowered to prevent or regulate any sale by a 


‘urities other than those issued by it itself, us the SEC is b 
he Publie Utility Holding Company uA 


( regulates the sale. lease, or other disposal of facilities f 


blic utilit 


- 


aon IP (dd) of t 

S. While the F] 

he transmission or sale at wholesale of electric energy in interstate Commerce 
ider the FPA (sees. 208 (a), 201 (b)), the SEC under the Public Utility 
Hlolding Company Act regulates more broadly the sale of any “facilities, in place 

any electric utility Company or gas utility company for the production, tra 
ission, transportation, or distribution of electric energy or natural or mat 
ictured gas” (secs. 12 (d),2 (a) (18)) 

% The FPC is not directly authorized to regulate the solicitation or author 

nm of any proxy, ete¢., as the SEC is by section 12 (e) of the Public { 
Holding Company Act 





*The scope of the jurisdiction exercised by the FPC under sees. 19 id 2 
limited to correspond to that exercised under sec. 204 (see footnote No. 9, below 
secs, 20.1 and 20.2 of the F PC's regulations under the Federal Power Act, in the abse 
f special order (18 C. F. R., sees, 20.1, 20.2). The FPC has not passed on the 

when the issuance of securities would first come inder the regulation pr 
sec. 19 or sec. 20 where a newly organized company must first obtain a license and 
onstruct facilities before it commences operations (ef. note 5, above 

‘It has been testified that all but 8 State commissions have powe t 
ssuance of securities by electric utilities (Tr. 918) As a result, for exampl 
electric utilities sponsoring the Pacifie Northwest Power Co. only 2 (Pacifie Power & 
Light Co. and Montana Power Co.) have been obtaining FPC approval of their 
issues although they are all or would be “‘publie utilities” and “licensee under the I 

rranseript SZ, 464, 486-487, 604 Power System Statements, 1! EPC for N 
by the respective companies). Approximately four-fifths of the “‘publie utilit 
pt. Il of the FPA, it may be estimated, are organized and operating ir tat 


ws of which inost of their security issues are subject to regulation by a 
s to be exempt from pt. II FPC security reglation by see. 204 ; 
Apparently, neither the FPC (except in see, 202 (¢) emergencies) nor tI SEC 
irisdiction to compel such a regional pooling of power supply l t 
maximum overall economies and equitable sharing of participation in the \ 
operation of the contemplated sources of low cost power! Compare the FPC’'s unfruit 
recommendations for legislation to give it power to compel int nner I ( 


Annual Report, 1954, p 174. 
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Othe thea ale f power (se 205, 206) and issuance and acquis 
ecu it ‘ 204, 2O3 previously referred to, the FPC 
zed under the FPA to regulate transactions between the generat 
’ } ho would be exempted by S. VOR. as the SE¢ 
|’ ic | bi (ill Coluwpany Yer a" 1? (f y. cbse hit eXemptiol 
FPA cont 7T irect prohibition of political contributions o1 
‘ 1 eport Wit particular re pect to lobby ing 
Public 1 tv Holding Company Act ections 12 (h) 
b ) 
| \ rg ( 1 li { thre iz 
( t work, or good | 
I I Holdi ar ! \ 


al 1) LIrles ht t ‘ 
l a ( 1 se ritie f el ‘ 
dl d of less nh G months 
t 1 Fi'¢ ! l a ‘ iu ~(l ! 
ad nal | thie | f the pow 
bene 1h nn give consideration to the fore ng 
} { ( } ( not direct \ mad hides ‘ 
r ( Stn ‘ toes not wm hat 1f cant 
‘ ! li ¢ tl] ) Vel l | b el \ \W 
‘ ct PP hia Bust / i” 
j { a ¢ rN —-O4 ( (>I 
| ng direct | ediate authori ( 
} SE \ do have h authorit it 
} hi ‘ ers b nted with a fait 1p 
1 | | etl oe Lin tic 
iif it had the direct nad immed fe powers Which the SEC would } 
} Public Utilit Hlolding Cs wiv Ac ibsent any eXemption 
Hiowanp KE. WAURENBROCK, 
| f t Ge al Counsel, Federal Power Comn 


Senator Pasrore. Our first Witness today, I understand, is Mr. Arm- 
trong. 

Will vou identify yourself, Mr. Armstrong, and then proceed i 
uny fashion that you wish. 


STATEMENT OF J. SINCLAIR ARMSTRONG, CHAIRMAN, SECURITIES 
AND EXCHANGE COMMISSION, ACCOMPANIED BY COMMISSIONER 
CLARENCE H. ADAMS, COMMISSIONER ANDREW DOWNEY 
ORRICK, COMMISSIONER EARL F. HASTINGS, AND RAY GARRETT, 
JR., OF THE SECURITIES AND EXCHANGE COMMISSION 


Mr. Arwsrrone. Mr. Chairman, and members of the subcommittee: 
My name is J. Sinclair Armstrong. I am from Illinois. I am the 
Chairman of the United States Securities and Exchange Commission. 


imple, w e the FP« not ven jurisdiction to regulate a sponsor's lendir 
renerating bsik ! t might, in ie exercise of its Jurisdiction over issuance 
| the subs irv'’s borrowing of that mone, 
t rpose Of raising the funds to 1 ke such a loan 
powers the FP s controlled b the standard 
Ihe 1 tic mtent of that standard under the Power Aet 
! i s 1 t Sk« ila n na t 
( \ l t ! } cts we parts ¢ hes 
| I \ ’ I I hed principle f statut 
t! I d is be erived from a 
Ww it l | \ 
S 2 { Ss 2 1-25 It may. therefor ‘ 
»FPC has w he guided by the same standard 
Shee Dy re doar pow Thus, for example, in regulating the issuance 
( i prose I ( 
SE 
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fam recompanied here by 3 of the + other members of the Comn 
~Commissionel Clarence H. Adams, of Connecticut. Commissione) 
\ndrew Downey Orrick, of California, and Commissioner Earl I 
flastings. of Arizona. 
(‘omimissioner Harold i, Patterson would have been here today 
he is out of the city in one of the Commission's recional office 
ttending to the work of the Commission there. 
I am also accompanied by the eentleman Wonk Vou ee On mn! 
rht. Ray Garrett, Jv... who is Director of the Commission's Diy Ol 


tf C orporate Reoulations, which i> 
rering the Pubhie Utility Holding ¢ OMIpAany Act of 1935. 


There are also other members of our stafl present riuit | Will ot 
ivnate them unless and until, Mr. Chairman. it is necessary to 


sists the Commission } 1c) 


il} on them for some spe inl hatter or tO ahswer some quest Ion Wh 
the committee may have. 

Asa formal matter, merely for the purposes of the record, T would 
eoest, Mr. Chairman, that there be placed in the record at th 
omy} the lettel of the chairman of the committee, Senatol Maenuso) 

dated July 28, 1955, transmitting to the chairman of our Commissio1 
Ss YO43 and requesting our observations thereon. 
Senator Pasrore. Without objection it is so ordered. 
Lhe letter referred to above is as follows:) 


UNITED STATES SENATI 
COMMITTEE ON INTERSTATE AND FOREIGN COM MERCI 
July 28. 1955 
I) gE MR. 4 IRMAN: Enclosed herewith is a copy of S. 2643, introduced b 
Sel vs Potter and Pastore, which has been referred to this Committee fo 
nsideration 
rhe committee will be pleased to receive any COmMments vou may care to offe 
cerning this proposed legislation 
Kindly submit vour reply in triplicate 
Sincerely Vours, 
WARREN G. MAGNUSON, Chairn 
Mr. Armsrrone. Secondly, the comments of the Securities and Ex 
hanege Commission submitted to the committee under date of Febru 
ivy 7, 1956, 0n TL. R. 6294 and S. 2643, companion bills, 84th Congress. 
Phirdly, the letter of transmittal addressed by me on behalf of the 
Commission to Senator Magnuson, the chairman, advising that pu 
suant to Budget Circular A-19 revised, the Bureau of the Budget 
vivised the Commission that there was no objection to the Commis 
on’s comments to the committee. 
Senator Pasrore. Without objection, it is so ordered, 


SECURITIES AND EXCHANGE COMMISSIOD 
Feb ‘aru, (958 
My Drak Mr. MAGNUSON: Pursuant to your request for a report by this Con 
Iission on S. 26435, Sdth Congress, Ist session, there are enclosed herewith in 


iadruplicate the Commission’s comments, dated February 7, 1956, on H.R 


0294, Sith Congress, Ist session, Which is the identical and Companion 
SS. %6438 
Pursuant to Budget Circular A-19 revised, the Bureau of the Budget advises 
us that there is no objection to the submission of these comments tf the 
committee 
Sincerely yours, 


J. SINCLAIR ARMSTRONG, ¢ 
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(“OMA iS OF THE SECURITIES AND EXCHANGE COMMISSION ON HL. R. 6294 AND S 
4S, COMPANI Biwi S4dru CONGRESS (Herein CALLED THE “BILL” ) 
NTRODUCTIO 

TF n Which the Securitie md Exchange Commission has been asked 
ment seeks to reinove from the risdiction of the Commission under the 
l’ Utility Holding Company Act of 1985 (the act) 
\tom enctol panies which produce only the heat in connection with 
venerat f elect \ dd 
-) Jointly sponsored power projects that meet certain specified standards 
| Securitic ind Exchange Comunission opposes the enactment of this bill 
on eof its belief that the b nh granting broad, automatic, and permanent 
from the act Ithout regard to all the circutustances of each particu 
cause, could operate contrary to the public interest and the interest of investors 
‘ nie Tha 1) if eheted Wooldial toe the rst amendment to the 
Holding Company Act since its original enactment in 135 
Phe | tutes the policy of Congress to be that of “encouraging the develop 
foun ever-increasing supply of low-cost electric energy” and avoiding 
on ry duplication of Pederal regulation” with respect to the investinent 
th fan tit for the production of electric energy fi all sources of powe 
s y this policy in a b proposing amendments implies incorrectly that the 
present formois u nsistent with the polices Neither the purpose not 
e effect of the Pu {tility Holding Company Act of 155 is the impeding of 
he development of low-cost electric energy in ample and growing supply to meet 
‘ ‘ f consiunel Rather, the act serves to channel such development st 


ll 
hie ¢ 
I 
ecle 
\ 
\ i 
i tig 


ado 
ehera 
cdmit 
hich 
| ] 
t picle 


event mcomitunt evils and abuses which Congre found to exist an the 





“ation, control, and financing of public-utility holding companies and theit 
ry Companies It is corrective but not punitive or merely repressive 
dards are flexible, and it has been tlexibly administered to permit: and 
age healthy growth of the tility industry to serve our expanding economs 
l nbelleves thre is had the desired result 
oes not result in unnecessary duplication of Federal regulation No 
hey other th the Securities and Exchange Commission is charge 
ponsibility tor adi ! fering the py cies of the Congress established by 
In tinaneial tters the Federal Power Act vields by its terms to the 
Utility Holding Comps \ ! es of overlapping jurisdiction hur 
With respect f filth tters, the Federal Powe Aeto ud hnistered 
hedet Power Com S does not upose the same standards required 
es su ct to the P | ty ig Company Act, acministered 
Securities and Exchange Commission 


Public Utility Holding Company Act was enacted primarily to cause the 
iw up of combinations of Companies in the utility industry which Congress 

d created serious regulatory problems for local ratemaking bodies, 
had confusing and uneconomic capital structures resulting in deceptive 


erspeculative classes of securities in the hands of the public, and which 


ly were detrimental to the public interest. The effect of the act, as 
tered by the Securities and Exchange Commission, has been to cause a 
rganization and integration of the utility industry of this Nation, 
have contributed to its financial soundness, thus permitting growth and 


r this process from T3835 through 1955 some S67 holding companies and 


es With assets aggregating over S13.5 billion (valued at the time of 





( or exemption) have gone out from under the act They have done 

piving with th egration and corporate simplification standards 

et im such a manner that they have ceased to be holding companies or 

or have qu ed for exemption by order of the Commission. 

companies with assets aggregating over $1,586,175,000 are now in the 

of plans which look toward exemption in the near future. There 

Weve IS holding-company systems which are presently expected to 

ibject to the act indetinitely I hese have total assets of $7,718,592 000 
stan ilnble data as of varving interim dates in 1955) 

dards which the See ties and Exchange Commission imposes under 

\\ espect to utility organization and capitalization are vital to 


! net 1 the public in accordance with the policy of 
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yress us eXpressed in the act Speaking generally, these stundards involve 


Colpg 


the following: 


1. Sufficient common stock capital and surplus to protect the debt securi 
ties so as to reduce the danger of default and loss to holders of utility bonds, 
ind to promote stability of equity securities by eliminating undue levera 
» Prevention of interlocking relationships among companies and company 





re 





nutnagements which create conflicts of interest and concentration of control 
toa harmful degree 
3. Physical integration so that existing holding-company systems rest 
upon a sound functional and geographic basis. 

$. The avoidance of participation by utilities in other industrial activities 
0 ice versa to a degree which causes divided interest of management and 
olatile market performance by the Company's securities 
>. The simplification of capital structures 
6. The adequacy of protective provisions with regard to bonds and t 
erre tocks——-securities which are senior as to claim on the company’s 
enrnings and assets but junior as to control 


ese standards, and others which have been developed and applied by the 
Commission in its administration of the act, are beneficial to the utilitv indus 

vy, to investors, constiners and the public generally 

The Securities and Exchange Comission has applied these standards with 


Hexibility and reasonableness related to particular situations. The integration 
dards have been so interpreted as to permit generating projects jointly 
whed by registered holding companies In Some instances less Common stoel 


surplus than otherwise might be required has been permitted where projects 
e designed, principally because of national-defense requirements, to supply 
wer to the United States Government on a long-term contract, giving adequate 


protection to the holders of the debt \ recent decision of the Commission has 
peri itted joint participation ino atomic-reactor deve lopment on a regional 
basis (Yankee Atomic Electric Company, Wolding Company Act release No 
13048, Nov. 25, 1955. ) 

Where its standards are met, the regulatory burden upon companies subject to 
the act is not severe Although occasion for extended hearings may arise on 





difficult questions where there is a serious conflict of views, most registered 
holding-company systems have successfully completed enormous financing pro 

is over the past few years withont any hearings or regulatory delay ve! 
exemptions from the act have been granted without hearings to companies whict 


learly met the standards 


Accordingly, the Securities and Exchange Commission is unaware of any 
ied for this bill, either to further joint experimentation ino atomic reactors 
r joint generating projects No atomic-power project has been imueded by the 
ct as it is presently in effect The only such project to date which has beet 


ubmitted to the Conimission for action has been granted the desired approval 
nd exemptions by reasonable application of the present statute and the estab 
ished standards and policies thereunde! Should some future project in tl 
field fail of Commission approval, it would be the result of countervailing con 
siderations based upon policies of the Congress expressed in the Public Utilit 
Holding Company Act of 1985 of transcendent importance to the public interes 
The only project now known to the Commission to be designed to take 
vantage of the exemption proposed by the bill with regard to jointly spor 


sored power projects) (item 5 of the bill) is Pacific Northwest Power ¢ 
This is a company which has been organized by four sponsoring operating 
utility Companies in the Pacific Northwest region Under the act as it ! 

in effect these four sponsors would become holding companies required to regis 
ter as h, and the generating company would have the status of sub 
sidiary of a registered holding company Certain of the sponsors mig! 


entitled to an exemption under existing provisions, subject to whatever terms 
and conditions the Commission should find necessary to make the exe 
ot detrimental to the public interest or the interest of investors or consumer 
Others of the sponsors would have to remain registered holding compat 
ess substantial Changes were made. These requirements weuld not prevei 
completion of the Pacific Northwest Power project except to the extent f 
the sponsors would be unwililng to undertake complian 
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hali« t the TPO ‘ reanization, control, and fir 
Se eee ai gi e the } sibility of evils against which the a 
( sid erefore believes 1 the spons 
lida ¢ ] t i¢ Lei lie S « t 
ere | ble, and t! ( andards of the act be applied 
‘ p2 ed bsidia athe) in their being granted a blank 
I | ‘ the act teq ing the sponsors to mil} 
( \ cl ie ne othe pe of protection wliie 
ened ! ‘ eg ‘ talization ratios, none g 
( ‘ u ‘ I mtegration bid 1 
V“\ ere I ‘ ‘ ne ft I \ | ret promote } 
‘ Y hil I ie pile ( ‘ tine SeCIT] ~ ( 
‘ 4 ‘ fo hie ¢ 1 ‘ to ehnecoul i 
ate f 
( It 14 Pili iti i 
» > f ‘ aqetrines ( HEAT Y compa \ l hit lil 
1 hic} rye tes facili sed for the generation, transmi 
I 1 ele j energ Tor SiLi¢ other than sale fo Tenants 
‘ the rl om ng s | cilities fe their ow lIN¢ nd me 
Section 4 of the | vould amend section 2 (a) (3) of the act h 
nv sl ( elied t e oan electri tility Company within the 
! ecti ts only connection with the generation, transmission 
t oft elect energy = the ownership in Whole or in part, dire 
r faci the ] levis of heat from special nuclear mite 
hie | he gener: on of ele ric energy 
regulatory Consequence flow, both te company and to any parent 
may have, from classification as an electric utility company unde 
| ( i tend yore te the organization of atomic power projects 
e corp one to produce the heat and another to use the 
uce ste ( ere elie te elec ( 
piratior nnd tedly possible but seems highly artificial Unlike 
Ing agent Coa oil, gus, wate or nuclear material), heat itse 
ib be transported for any great distance or to more than one user 
qu o ting |] iiegat ng heat as a separate 
‘ . le ~ ine practical matter, with the 
Ol 1 eo hical relation of a heat-producing operation wit! 
nerating 1 tiol Because of this intimate relation, the artificial 
sepurat ic ol cause confusion in accounting, management, and 
ln yurticular, tl iocation of direc and indirect costs us 
t COMIN ( und the fairness of the price of heat sold by an 
or to generating company might create dificult problen 
4 itory b ies concerned with the fixit of fair rates for public 
4 
ore the propose amendment appears unnecessary. Since the 


does not exclude generating facilities from the regulation provided 


ait tomic power project would have to be set up as to corporate 
whership, financing, and operation so that the actual generation and 
m of electricity would not violate the act. Under the proposed amend 
the nuclear reactors and the production of heat could be tinanced 

ed without regard to the provisions of the act. The only purpose 

rye | be to permit the joint sponsorship of experimentation 

by companies other than the ultimate user of the power and by com 


h could not or would not meet the requireme nts of the act Apart from 


rement of experimental projects which might he beyond the re 
ngie utility « upanies or systems, there appears to be no justification 
n fre thie t Existing nuclear reactor power projects have 


ed, however, that if is possible to organize and finance these experi 


the I ~ in effect nice in atomie reactor ceases to 





Holding Company Act Release No 3048, November 25, 1955.) Yunkee 
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experimental and becomes Commercial, there would appear by 
y fo granting thre pl mosed ¢ yermipiion 


Nor is there unv need for enactment of the bill to preserve the freedor 





tion of Companies which are primarily industrial companies but which 
sh to join with other industrial or with utility Companies by the acquisition 
n investment in a Company owning and operating atomic reactor faci 
reaniie that are now industrial in character and which sare nterested 
ng in the formation of a Compr that would own and operate an ate 
tor for heat purposes, are presulptive lv entitled to an exe) Plion Tro 1 
he provisions of the act as it is now in effect pursuant to section 3 (a) (3) 
eC} provides that the Conmiunission, Inless and except insofar 
exemption detrimental to t hie public nterest o he interest of tiveste 
consumers,” can exempt an industrial company if it S only inci 
vy a holding company, being primarily engaged or interested in ¢ 
re businesses other than the business of a public-utility Company and 
deriving, directly or indirectly, any material part of s income from anv one 
subsidiary companies, the principal business of which is that of a pub 
ky hipany 
As joint participation by holding companies and utility companies, without 


strial companies, in sponsorship of at atomie reactor project, the Comiunis 
has recently rendered an opinion with respect to Yankee Atomic Electri: 
d its sponsoring companies It permits the sponsors, some of which are 
ies subject to the Act as holding companies or subsidiary companies and 


re not, to participate in such a project (Yankee Atomic Electric Co 


¢ Electric Co. proposes to construct an atomic generating plant in Massa 
etts having a net electrical capacity of 134,000 kilowatts and an estimated 
of S33.400,000. The Commission’s approval, under the standards of the 
is if is now in effect, of joint p: cipation in this project would seem to 





we the need for any amendment of the act as an inducement to participation 

intly owned atomic generating projects by holding Companies or their sub 
es or by utilit¥Y Companies in general 

Xx Isilon oO company Whose “only connection with the ehneration, trans 
n, or distribution of electric energy is the ownership in whole or in part 


or indirectly, of facilities for the production of heat fron pecial nuclear 
erial which heat is used in the generation of electricity” from the definition 
i¢ utility company’, as would result fro erpiite ent of e b would 
he following additional effects, so far as regulation und he ‘ s con 
If @ sponsoring Company acquiring the voting securities of a qualified atomic 
oOmpany is either an operating public-utility Compa or an industria 
1) v not subject to the act, or a holdin: COLMpAan ‘ n ibsidinryv there 
h is exempt pursuant to section 5 of the act, fhen the acquisition by suel 
f securities in the new company would not make i tding company 
ito be reg ered under, or to obtain exemptic tron thie ‘ 
i the eve il ;OnSO i 4 ered hh he ¢ pa \ mid 
ft. then ce ou er section 9 Le C2)" 16 we be acquiring se ritic 
10 Ol a be appl cable to thea quis lon 
/ ) /) ( ey SPCTIOnN I hy ‘ l I 
hie qui bon bv a registered lait put ste 0 t OCK ol 
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t ew that in the ordinary ease ( 
ent view might be justified, however, where the heat-produc compat 
onprodt corporation for experimental purpose 
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h) Nection 10 (by yy This section of the act requires the Commission to 
hibit an acquisition of securities by a registered holding Company system if it 
finds that the consideration being pa d does not ben a fair relationship to the 
ms invested in or earning capacity of the ulilitv assets underlying such se 


rities Sj e the hil vould rie 


he definition of “eleetrie util tv company’ 
nd thereby remove the tomic reactor company from the definition of a “publi 


utility company” (sec. 2 (a) (5)) and its atomic reactor assets from. the 
definition of “utility assets” (Sec. 2 (a) (18)), the provisions of section 10° (b 
”) would not be applicable {s a consequence, the standard embodied in 
ection 10 (b) (2) requiring a fair relationship between the price paid for the 
securities and the underlying earning power would be inapplicable. The pr 


tection of this standard would thus no longer be afforded the security holders 
evistered holding company system 


Nection 10 (hb) (3) Under this section of the act the Commission cannot 
ve the UCCUISITION by a registered holding company system of the securities 

f the atomic reactor company if it finds that “such acquisition will undul 
nuplicate the capital structure of the holding-company system of the applicant 
be detrimental to the public interest or the interest of investors or con 

uners or the proper functioning of such holding-company system.” The bill 
would not eliminate the necessity of complying with this standard However 
nce, as pointed out above, the bill might result in the creation of unnecessary 
corporate entities, the Commission might be faced with a confusing conflict 
between such a tendency and what would, but for the bill, seem to be undesirable 
complications in the capital structure of the acquiring holding-company system 
(7d) Section 10 (e) (1) Although under the bill the securities of the atomic 
reactor company being acquired would not be those of a “public utility company,” 
the Commission would be required, pursuant to this section of the act, to deter 
mine whether the acquisition by a registered holding company SVstem of the 
securities of the atomic reactor company “is detrimental to the carrying out of 
the provisions of section 11.° Section 11 (b) (1) includes a standard whereby 
the Commission would be required to determine whether the operations of the 
reactor company are “reasonably incidental or economically necessary or 
ppropriate to the operations” of the integrated public-utility system of the 
acquiring company. Section 11 (b) (2) includes a standard whereby the Com 
mission would be required to determine whether the acquisition of the securities 
of the atomic reactor company would “unduly or unnecessarily complicate the 
structure, or unfairly or inequitably distribute voting power among security 
holders,” of the acquiring holding company system. Whether either of these two 
standards would create an impediment would necessarily have to be determined 
pon the basis of the facts in each case. If the bill is intended to eliminate such 
eferminations by the Comission, as presently drafted it does not appear to do so 
Nection 10 (¢) (2) Under this section of the act, the Commission cannot 
approve the acquisition by a registered holding company of securities of a public 
utility company unless “the Commission finds that such acquisition will serve the 
ublic interest by tending toward the economical and efficient development of an 
tegrated public-utility svstem Under the bill, the securities of the atomic 
reactor company would not be those of a “public utility company.” Accordingly 

rotective provisions of this section would no longer be applicable 

» Again, if a sponsor company owning at least 10 percent of the voting 


securities of the atomic reac 


r company is a registered holding company or a 
subsidiary thereof, the provisions of sections 6 and 7 of the act in regard to the 
ssuance of securities would be applicable to the issuance of securities by the 
atomic reactor subsidiary company If the bill should be enacted, the standards 
applicable to the issuance of securities by the atomic reactor company would 
differ little, if at all, from the applicable standards of the act as it is now in effect 
since e exemptive provisions of section 6 (b) would normally be applicable 
Whether the atomic reactor Company is or is not a “public utility company.” 

t. The bill contains a defect in failing to adapt the phraseology in the second 
: 2 (a) (3) of the act to accommodate the new sentence. The 
first sentence contains the phrase “facilities used for the generation, transmission, 
listribution of electric ene gy for sale.” The proposed new second sentence 
contains the phrase “facilities for the production of heat from special nucleat 
material.” The second sentence now in effect contains a reference to “such 


facilities.” To avoid ambiguity “such facilities” in the second sentence should 
be replaced by phraseology making it clear that the intended reference is to 


t | 
facilities as described in the first sentence 
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PROPOSED AMENDMENT TO SECTION 2 (a) (7) OF TIE PUBLIC UTILITY TLOLDING 
COMPANY ACT OF 1935 


Tilt 


Section 2 (a) (7) (A) defines the term “holding company” as including a com 
pany Which owns 10 percent or more of the voting securities of a public utility 
ompuny The section also authorizes the Commission by order to declare that 
a particular company is not a holding company, even though it owns 10 percent 
or more of a utility’s voting securities if the Commission makes certain findings 
f absence of control or controlling influence. Section 5 of the bill would limit 
the definition of “holding company” by adding at the end of section 2 (a) (7) 
of the act the following : 

((') Notwithstanding the provisions of paragraph (38) of subsection (a) of 
section 2 and of clause (A) of this paragraph, a company not otherwise a hold 
ne company shall not be deemed to be a holding company, and the status of 

company granted, or entitled to be granted, an exemption as a holding com 
pany under section 2 or 3 of this title or any rule, regulations, or order there 
inder shall not be affected, solely because it directly or indirectly owns, con 
trols, or holds with power to vote, 10 percent or more of the outstanding voting 
ecurities of a company which meets the following conditions 

(i) such company does not own or operate any facilities used 
tribution of electric energy for sale and the facilities which it owns or operate 
ire limited to facilities used for generation of electric energy for sale and facil 
ties used for transmission in connection with such generation of electric energy 

(ii) all of the outstanding voting securities of such company are owned by 
two or more electric utility or holding companies, which themselves own o1 
operate, or in the case of holding companies own or operate through subsidiary 
ompanies thereof, utility assets which are located within an area within whicl 

e energy produced by such company cun economically and feasibly be trans 

itted and sold and are physically interconnected with the facilities of suc 
OMpany (either by direct physical interconnection therewith or entirely through 
the facilities of one or more of such electric utility Companies or the integrated 
public-utility system or systems of one or more of such holding companies, 01 
through the facilities of the United States, a State, or any political subdivision 

instrumentality thereof) ; 

(iii) all of the electric energy generated and sold by such company is sold 
to one or more of the electric utility Companies, or subsidiary Companies of the 
holding Companies, which own the voting securities of such company, or to the 
United States, a State, or any political subdivision or instrumentality thereof 
ind 

‘(iv) the issuance of securities by such conspany and by each of such electri 
utility or holding companies is subject to the jurisdiction of a State commissio! 
rany agency or instrumentality of the United States.” [Paragraphing is ours 

This proposed amendment is a later version of H. R. 9045, 83d Congress, in 
respect of which the Commission submitted a memorandum dated July 9, 1954 
pointing out the scope and effect of the amendment and the difficulties with its 
text The present amendment has been changed so that instead of being drafted 
as a modification of the definition of “electric utility Company,” which was the 
approach used in H. R. 9043, it is now in the form of modification of the defi 
nition of “holding company.” 

The effect of this proposal is to permit two or more public-utility companies 
not now subject to the Public Utility Holding Company Act to sponsor and 
build, by means of a separate corporation jointly owned by them, a generating 
plant and related transmission facilities without, however, making any of the 
sponsoring companies a “holding company.” As a consequence, the sponsors 
though having a public-utility subsidiary, would escape regulation under the act 
Che bill would have no effect on the status of a company which is at present a 
registered holding company or which has been exempted from the act. 

The ostensible purpose of the bill, as set forth in section 3, is to encourage 
maximum development of low-cost electric energy. We do not observe any basis 
for the inference that the standards of the act tend in any manner to discourage 
the maximum development of low-cost energy. On the contrary, the elimina 
tion of the evils enumerated in section 1 (b) of the act serves to encourage this 
development. 

At page 2, lines 10 and 11 of the bill, it is stated that the policy of the proposed 
aumendment, among other things, is that unnecessary duplication of Federal 
regulation with respect to the investment in [production] facilities should be 


{ 


for the dis 
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rided At the presel tire ere - Very little, 1f any duplication of regula 

n the electric tilit dustry by the Securities and Exchange Commissi« 

der the Public Utility Holding Company Act of 1935, and by any other agen: 

f the Federal Government The only other Federal agency that might possibly 
t j 


ested with regulatory power comparable to that of this Commission is the 


ederal Power Commission under the Federal Power Act, and then only in 


‘ limited area e., With respect to issuance of securities. And even as t 
t] limited area, duplicate regulation is eliminated by virtue of the provision 
of section 318 of the Federal Power Act which provides that “If, with respect 
to the issue, sale, or guaranty of a security or the acquisition * # ot 

nv security, capital assets, facilitie or any other subject matter, any perso 


subject both to a requirement of the Public Utility Holding Company Act of 
135 * and to a requirement of [the Federal Power Act the require 


ent of the Public Utility Holding Company Act of 1935 shall apply to such 


person, and such person shall not be subject to the requirement of [the Federa 
Power Act] é' unless the Securities and Exchange Commission has exempted 
such person from such requirement of the Public Utility Holding Company Act 
35, in which case the requirements of [the Federal Power Act] shall apply 
to such person 

Phe basic concept of the Publie Utility Holding Company Act is that eve 
public utility holding company, whether it be a holding company solely or 
combination holding and operating company, should be prima facie subject t 
the regulatory provisious of the act which the Congress found to be necessary 
in the public interest and in the interest of investors and consumers Under 
the standards laid down in section 3 (a) of the act, the Commission is directed 

exempt from the act certain Classes of holding-company systems The bill 
however, would create a new class of exempt holding Companies generally sin 





ilar to one that is now authorized by the act Section 3 (a) (2) of the Act 
provides that the Commission, “unless and except insofar as it finds the exemp 
tion detrimental to the public interest or the interest of investors or Consumers, 


shall 


l grunt an exemption to a publice-utility company which is also a holding 
company if such holding company is predominantly a public-utility Company 


whose operations as such do not extend bevond the State in which it is organized 
ind States contiguous thereto 

Che bill would grant an exemption but without the safeguards contained it 

section 3 (a) (2 e., there would be no necessity for the parent company ti 

be incorporated in a State in which it operates, it need not be predominantly a 

public-utilitv company nd the exemption would be automatic The automatic 

character of this proposed ne exemption means that there would be no pro- 

ceeding before this Com ion- or any other Federal agency or any court t 

determine whether the exemptior ould be in the public interest or the interest 

nvestors : ( 

The criteria for exer l et tort! in the bi are technical ino nature 

1 in ve engil ! ecole ind legal standards which may permit of 

Various interpretati her lied to specific factual situations. Presumably 

es themselve uld make the initial determination as to whethe! 

‘ rite } © bee Ni here any procedure provided by which th 

| ( “ rn of the existence of vn situation conten 

he Woh f he ¢ mmission should discover the existence 

er panies are proceeding on the assumption that they sat 

f t ‘ I t the Commission disagrees, the Commission would 

er ‘ { een tio the courts to test whether or not 

! fact entitled to the claimed exemption. This places a 

ler hn the ¢ n noftasort which the act in its present form carefully 

‘ lt eid to retrone e determinations of status by the courts 

ent t to the validity f security issues and other 

eheuged prior to the determinations. Wherever there is the pos 

by f dou it preferable that authoritative declarations of status be 

de ectiy l he first instance in administrative proceedings, 

her than in the court this is achieved presently by the requirement that 

e by C O1 der (sec. 8 (a)), that a company applying for 

on in good faith is exempt until the Commission acts upon the application 

the Commission’s rule U-2 which provides exemption to com 

nies claiming in good faith to qualify under sections 3 (a) (1) or (2), where 


certain annual filings are made until the Commission should proceed under rule 
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So far as the Commission is presently aware, the primary immediate effect 
f the bill would be with regard to a proposed joint power project in the Pacific 
Northwest The bill would permit the Washington Water Power Co., a Wash 

eton corporation, Pacific Power & Light Co., a Maine corporation, the Montana 
ae Power Co... a New Jersey corporation, and Portland General Electric Co., an 
Oregon corporation, all of which operate in the Pacific Northwest and none of 
which is at present a holding company as defined in the act, to acquire all the 








iting stock of Pacific Northwest Power Co., without becoming holding « 
panies under the act This corporation has been organized under the laws of 

P Oregon for the purpose of constructing and operating a substantial hydroel: 

M ant on the Middle Snake River in the States of Idaho and Oregon These foun 
sponsoring Companies were at one time subject to the provisions of the act b 
| iw of the fact that, in the case of the first three, they were subsidiari« 

: Kleetri¢ Bond & Share Co., a registered holding company, while the fourtl 
. pousor was as ibsidiaryvy of Portland Electric Power Co... a former registered 
; | ding company The obvious desire of these Sponsorimmg colpanies is to tree 

emselves from the regulatory provisions of the act despite the own hip 
idia Wi hw he el ged d ( ti\ lh tiie ( I I 
Ws ittin electric ene \ 
Varlous provisions of Tlie el ind standards hed HclesS deve ped pV tT 
( nmission under the act would have some effect on tl pit rou 
hould they become subject to its terms Foremost among these ine | (or 
on’s so-called capitalization ratio standards Despite the necessarily broad 
exible standards which the Commission has employed in lininistering the 
i determined that, as a general standard, holdin: mpanyv sSvst 
: ect >the act should maintain capitalization ratios of n mire hin OO re 
I mded debt and hot less than 50 percent Common stock ¢ tv nel u 
rplus ) 
| irpose of the stan rads u 1p { 1 the 
h would otherwise « non ste 0 he ¥ CO) 
P here to reduce a l l icnbie the rT lative erement hl } 
‘ ilues of ch lding-comipar devies nless regula 
( i tound bv the Congre tself to control over one or tier. bed 
s With a disproportionately small investinent, which in uri can 
s la se financial i ibility and wide thuctuations of market value 
ling-comp ecurities, particularly the equity securities, upon only a 
t min lving earnings of the operating companies See secs 
ind 11 bb sees 2 Phe Commission is required by section 1 e) 
re rT th ' uch aw is te ‘ ) 
inate the evils laid down in section 1 (b) and one such evil is control t 
portionatels nell mvestinent 
\ the ¢ Iss i ] nynted ou j lol ‘ Ol | ( 
Oth annual report to ¢ izress for the fiscal year ended June 30, 1944 Cp. of 
\ balanced capital structure provides a considerable measure of insurat 
gainst bankruptey, enables the utility to raise new money most ecot 
nd avoids the possibility of deterioration in service to Consumers if there 
ecline in earnings.” Similarly, in a report for the Securities and Exchat 
( ion Subcommittee of the House Committee on Interstate and Fs 
Commerce on the Public Utility Holding Company Act of 1935 dated Oct 
Idol, the Commission stated (p. 27) “An adequate equity cushion to abs 
he vagaries of business conditions is an important attribute of good secur 
Of course, the Comiission under appropriate circumstances has applied 
stundards flexibly where, for example, there was assurance that the capitalization 
itios of the particular issuing company or of the holding-company system of 


Vhich it was a member would improve over the foreseeable future and where 


vas in the overriding public interest and the interest of investors and consutie 
that a proposed financing, even though falling somewhat short of the get 
standards of the Commission, should be permitted to go forward These 

t } 


ization-ratio standards are applied both on a consolidated basis and on a 
individual operating-company basis. with latitude afforded in the latter « 
f the hnpact on the consolidated ratios is not particulariv substantial 

in the case of the 4 named sponsoring companies, it is noteworthy that on 
basis of a total cost of some $210 million as estimated by them, the effe 
security issuances of the generating-company subsidiary on the capitali 
of the sponsors will be material and could be seriously adverse If e assuse 
that approximately 90 percent of the $210 million will be represented by 





i 
| 
i 
i 
' 


Pini. 
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term debt and approximately 10 percent by common-stoc k equity, the following 
ation shows the effect on capitalization ratios on the basis of proportional 
onsolidation as at December 31, 1954: 


et iti De i! I 1p I ) 
j p { | | ( ) 
; 
) 
i ’ i} i 
If thie | should become law, a State regulatory body which might have juris 
e security wnces of the generating Colupany subsidiary would 
isdiction to consider the effect of such financings on the capital 
‘ ’ t ’ f the \ 1 ~ NS?wIDIS "ih Companies Sihee Tone 


would ordinarily then be making application to that 

e State reg ‘ body for permission to issue securities. The Federal 
Power ¢ On, aSSUENIN t \ have jurisdiction to pass upon the secu- 
‘ e f the eli ! com ny subsidiary, would likewise not at that 

e elipowe oO consider the effect on the sponsors Further, in the 

7 he 4 spol I OMmpanies, the Washington Water Power Co, and 

e | tla Ge i ( the Federal Power Commission would in no 
eve ve ju liction ove he security issuances, since they would be exempt 
sions of the Federal Power Act pursuant to section 204 (f) 

hereof Moreove t] Federal Power Act does not contain the same overall 


il: regarding security issuances which are to be 
section 7 of the Public Utility Holding Company Act. Only the securi 
Exchange Cotimission, assuming the bill does not become law, would 

ve ivisdiction over the security issuances of all 4 sponsoring Companies and 
he generatin onipany subsidiary so as to consider the effect of the sub 


d \ hancings upon the investors in and consumers of the 4+ sponsoring 


si 1] ) 1), the so-called integration section, might also have some 
effect © Ss] S01 Che Montana Power Co. carries on both electric and gas 
Water, steam-heating, and other related services. In 
Connission has taken the position which has been sustained by the 

ourts, that an integrated public-utility system cannot include both electric and 
s operations, and that it is possible to retain the two under common contro] 

f certain standards specified in section 11 (b) (1) are met. However, in 


ses the Cominission has permitted a holding company to obtain an exemp 
suant to section 8 (a) (2) of the act, notwithstanding its possession of 
Dott sand electric properties. These are questions which would have to be 
decided by the Commission should the bill not become law. If the bill becomes 
aw, however, without any proceeding before or scrutiny by the Commission, the 


Montana Power Co. might be permitted to achieve a position in basic opposition 
he integration standards of section 11 (b) (1) of the Public Utility Holding 
( ny Act 

In connection with the definition requirements set forth in the bill, it is to 
e noted that if the generating company sells all of the energy which it pro 
ces to the United States Government or to an agency thereof, the parent com 
not be deemed to be a “holding company.” This might make it appear 
gy is necessarily to a Government-owned installation for 
fense purposes rhis, however, may well not be the case, since the Govern- 
nent agency to which Pacific Northwest Power Co. would presumably be selling 
s energy would be the Bonneville Power Administration, which would be serving 

essentially as a conduit of the energy to the four sponsoring companies. 





it the snle of the ene! 


Sec. 204 (f ‘The provisions of this section [which regulate the issuance of securi- 
Ss] s not extend to a publie utility organized and operating in a State under the 
ws of which its security issue ire regulated by a State commission.” 
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CONCLUSIONS 


Substantial jointly sponsored projects have been completed by Companies sub 
ect to the Public Utility Holding Company Act. There has never been an in 
stance in which the Public Utility Holding Company Act has in any way hindered 
the development of hydroelectric projects or any other electri-utility projects 
under the sponsorship of two or more public-utility companies or public-utility 
holding Companies. There does not appear to be any valid reason why in the 
future the act as it is now in effect should impede the development of any such 
projects 

There is no justification for departing from established policy by granting 

semptions which are automatic in their inception and free from administra 
tive surveillance as to their continued appropriateness. The bill is unnecessary to 
ccomplish its stated policy and purpose and will be detrimental to the public 
interest and the interest of investors and consumers, and would be contrary to 
the policy of the Congress expressed in the Public Utility Holding Company 
Ver of 1935. The Securities and Exchange Commission opposes its enactment 

Mr. ARMSTRONG. Finally, a letter ot the chairman of the comniittee, 
Senator Magnuson, addressed to me as Chairman of the Commission, 
dated March 29, inquiring about a memorandum of July 9, 1954, which 
had been submitted in connection with H. R. 9045 of the 83d Congress, 
and then in response to that my letter on behalf of the Commission to 
Senator Magnuson, chairman, dated April 4, submitting that memo 
randum with respect to Hl. R. 9043 and advising the chairman that 
the memorandum referred to was a draft of proposed comments which 
had been informally and unofficially delivered to the chairman of the 
Interstate and Foreign Commerce Committee of the Tlouse, Repre 
sentative Charles Wolverton, of New Jersey, for his own information: 
that no Commission comments on H. R. 9043 of the 83d Congress had 
heen ever submitted to the committee, and that the purpose of the draft 
comments of July 9, 1954, was to point out the scope and effect of the 
amendment embodied in H. R. 9043 of the 83d Congress, and the diffi 
culty with its text. 

The letter stated that the only comments on legislation of the char 
acter embodied in H. R. 6294 and S. 2643 of the 84th Congress are those 
set forth in the Commission’s memorandum of February 7, 1956. 

Those are for the record. I am sorry to make such a long speech 
for the record. 

Senator Pasrorr. Without objection, that will be included in the 
record. 

(The letters are as follows:) 

UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN (COMMERCE, 
Varch 29, 1956 

Re 8, 2643. 

DEAR Mr. CHAIRMAN: This has reference to the report of the Commission on 
the above bill, submitted under date of February 7. 

On page 11 thereof, the Commission refers to a memorandum dated July 9, 
1954, which was submitted in connection with H. R. 9043, 83d Congress. It 
would be appreciated if the Commission would furnish this committee with a 
copy of that memorandum. 

Sincerely, 
WARREN G. MaGnuson, Chairman. 


SECURITIES AND EXCHANGE COMMISSION, 
April 4, 1956. 
DEAR Mr. MAGNUSON: In response to the request in your letter of March 29, 
1956, IT enclose herewith a copy of a document entitled “Memorandum With 
Respect to H. R. 90438" dated July 9, 1954. This is the document referred to on 
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page 11 of Comments of the Securities and Exchange Commission on H. R. 6294 
ind S. 2643, Companion Bills, 84th Congress dated February 7, 1956 
The memorandum with respect to H. R. 9045 was a draft of proposed con 
nents which was informally and unofficially delivered to the Honorable Charles 
A. Wolverton, of New Jersey, then chairman of the House Committee on Inter 
te and Foreign Commerce for his own information. No Commission com 
nents on H. R. 9043, S3d Congress, were ever submitted to the Committee. As 
ndicated, the purpose of the draft comments dated July 9, 1954, was to point 
e scope and effect of the amendment embodied in H. R. 9043, 83d Congress, 
nd the difficulties with its text As you will observe, the only comments on 
‘ tion of the character embodied in H. R. 6294 and S. 2643, S4th Congress 
re those set forth in our memorandum of February 7, 1956 


J. SINCLAIR ARMSTRONG, Chairman 


M mANDUM W Resrecr To H. R. 9043 





I. SCO! F AMENDMENT AND ITS EFFEC 

i ymends the Public Utility Holding Company Act of 1955 (the act) 

o require the Secu es and Exchange Commission to enter an order, upon 

nh. OX ig from the definition of “electric utility” in section 2 (a) (3) 

2 ( ting Compal of whose voting securities are owned by two or more 

elect tility companies (sponsoring Companies), which generating Company is 
é ized exclusively in the generation of electric energy and the sale thereof t 
r more of its sponsoring companies After such an order, a generatin 

pany would not be i public utility company” within section 2 » (D) 

e of its Sponsoring Companies would by reason of the spousorship be a 

ine company It would follow that investment in and association with such 

renerating Compal would not subject a sponsoring Company to the act 
If H. R. 80438 should not be enacted, a sponsoring company which acquired 


10 percent or more of the voting securities of such a generating Company would 





either have to register as a holding Company under section 5 (a) or obtain an 
exemption under section 5 (a) An exemption would be possible if the holding 
‘ S dominantly a public utility company whose operations as such 
( ( end bevond the State in which it Was organized or States contiguous 
hereto, or if the holding Company was only incidentally a holding company and 
was engaged pi arily in nonutility businesses 

If a2 sponsoring company should register as a holding company, it would become 
subject to the following sections of the act, : 
1. Sections 6 and 7—I ince of securities 

C panies subject to the act are required by sections 6 and 7 to obtain the 
ipprov: of the Commission before issuing securities Each company in a 
holdin Inpany system, and the holding company system on a consolidated basis 


whether consolidated for accounting purposes with majority owned subsidiaries, 
or computed on a proportional Consolidation basis in a case Where less than a 
rity of the voting stock of a material subsidiary is owned by the boldinz 


nd required by the Commission, as a condition to 





btaining such approval, to finance in a manner so as to maintain Capitalization 
ratios sufficiently conservative, in the Comumission’s opinion, to afford some degree 
of stabilization to investment in the enterprise The Commission has announced 
in the past that generally speaking it considers that common stock equity (in 
30 percent of total capitalization and debt of not 
ng 60 pereent of total capitalization are the capitalization ratios which 
should be achieved 





cluding surplus) or at 





Nection 17 (hy) ¢€7) Integration standards 
ispose of any gas 
ation, water, and 


telephone properties, unless in the case of gas prope rties they cannot be operated 


\n electric holding company system may be required to « 


| 
properties and other unrelated businesses, such as transport 


} } 


ndependently without the loss of substantial economies and are located in a 
single State or in adjoining States, and unless in the case of other unrelated 
businesses the Commission finds that retention is necessary or appropriate in 
the public interest and not detrimental to the proper functioning of the integrated 


systems Which are being retained 
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if H. R. 9045 is adopted, the capitalization standards mentioned above wo 


be applicable to the companies exe! pted from the act Souosresult f the 
endment, and the operation under common control of electric and gens proy 
ies and other unrelated businesses by such companies would not be su 
regulation DA the Commission This could create a que stion of dise1 ) 
vy reason of the lack of uniform application on a nationwide basis of statutory 
dards designed for regulation of all holding company situations 
I. COMMENTS ON TEXT O} 
Che Commission is given uo discretion to withhold an order exe 
or ratin ompany from the definition of an electric utility Company regard 
‘ of the possible effect of the exemption on the public interest 
> Power pools and use of Common transmission facilities Mav make it 
I ble to determine whether all electric energy generated and sold bv ai 
exempt generating colupany is sold to one or more of its sponsoring compunic 
. In many cases some of the energy created by a generating company 
he sold to a Government agency, and, if the bill is to be adopted. it should be 
ged so that this factor will not atiect the right of the generating « 
xetnption under the definition of electric tilitv company 
he amendment contains a condition that the generating company 
subsidiaries If the bill is to be adopted, this condition mav be und 
estrictive, bearing in mind that many rivers on which hydroelectric projec 


State boundaries, and it might be necessury te 


prove feasible run along 
ive 2 hydro plant located on such a river owned by 2 companies, 1 incorporated 
each of the 2 States involved 
5. The exemption would not be applicable at all if one of the several sponsor 
companies was a registered holding company If the amendment is to be 
adopted consideration should be given to making it applicable to nonregistere 
oring Companies, irrespective of whether some of the sponsoring con 
panies are registered holding companies 
6. The exemption is conditioned upon the fact that each of the sponsor 


companies carries on its operations in one or more States having a State com 


mission. The existence of a State commission would appear unimportant unless 
ih commission has power to regulate the issuance of securities Moreove 

s questionable whether the right of the generating company to an exemptie 
hould depend on State regulation over the issuance of securities by its spons 

for regulation of the latter would provide no assurance that the generating 

company would be financed in the interest of the public investors in the sponsoring 
Hpawnres The I ecle rai Powe y Commission, however. under the Federal |’ 

Act, would probably have to pass upon the issuance of securities by the gener 

pany if no State commission did so, and Congress might consider this 


ppropriate substitute for SEC regulation 


II PHE SPONSORING COMPANIES 


The four northwestern public utility companies, which it is understood 
the sponsors of EH. R. 9048, are listed in the attached annex A, together with 


icers and directors. None of these companies is subject to the act 





IV. CONCLUSIONS OF SECURITIES AND EXCHANGE COMMISSION 


Che sponsoring companies are requesting the relaxation of regula n 
nder the act as an inducement to them to go forward with a large-scale, long 


term electric generating program, the initial construction phase of which 
cost about $3800 million. The Commision considers that Congress should balances 
carefully the economic advantages resulting from such a large-scale progr: 
gainst the disadvantages of the possibility of building up top-heavy 
structures and of exempting from the application of Holding Company A 
standards transactions, capital structures, and system compositions which 
subjected to such standards in the country generally. If H. R. 9048 should not 
be enacted at the current session of Congress, it would not seem necessarily t 
follow that the sponsoring companies would have any reason not to proceed 
vith planning for the project. Consequently, the Commission recommends 
further study prior to the convening of the 84th Congress. 
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ANNEX A.—OFFICERS AND DIRECTORS OF COMPANIES SPONSORING H. R. 9043? 


Washington Water Power Co.: 

Kinsey M. Robinson—Director, president, and chairman. 
John E. E. Royer—Director, vice president and general manager. 
Carl E. Gieseker—Treasurer. 

Benjamin J. Lindsay—Secretary. 

Rodney G. Aller—Director. 

A. Y. Bingham—Director. 

John J. Burle—Director. 

Raymond Enloe—Director. 

Howard C. Paulsen—Director. 

James A. Poore, Jr.—Director. 

J. Neil Smith—Director. 

Montana Power Co.: 

Frank W. Bird—Director and chairman of the board. 
John E. Corette—Director, president and general manager. 
T. L. Doran—Vice president. 

Cc. J. Burns—Vice president. 

James R. Sullivan—Treasurer. 

ID. J. McCaig—Secretary. 

W. J. Jameson Director. 

Sam P. Chase, Jr.—Director. 

Errol F. Galt—Director. 

Norman B. Holter—Director. 

G. R. Milburn—Director. 

Wm. L. Murphy—Director. 

Ernest J. Perkin—Director. 

Taylor B. Wier—Director. 

Portland General Electric Co. : 

Thomas W. Delzell—Director and chairman of the board. 
James H. Polhemus—Director and president. 

Frank M. Warren, Jr.—Director and executive vice president. 
George EK. Sullivan—Vice president. 

Waldemar Seton—Vice president. 

Ralph H. Millsap—Vice president. 

Frank A. Bosch—Vice president. 

Clarence LD. Phillips—Secretary. 

Theodore W. Fryou—Treasurer. 

Henry F. Cabell—Director. 

Wade Newbegin—Director. 

Ralph Thom—Director. 

Wm. C. Christensen—Director. 

R. L. Clark—Director. 

James J. Walton—Director. 

Lloyd J. Wentworth—Director. 

Sidney F. Woodbury—Director. 

Pacific Power & Light Co. (officers and directors taken from Form S-1 filed with 
SEC July 2. 1954. Mountain States Power Co. merged into Pacific Power on 
May 21, 1954) : 

Z. E. Merrill—Chairman of the board and director. 
Paul B. McKee—President and director. 

George T. Bragg—Vice president. 

E. Robert de Lueccia—Vice president. 

John Dierdorff—Vice president 

I). R. McClung—Executive vice president and director. 
Will T. Neill—Vice president. 

A. W. Trimble—Vice president and director. 

H. W. Millay—Secretary. 

George Mackenzie—Treasurer. 

Walter S. Babson—Director. 

Harold R. Baxter—Director 

Lyman J. Bunting—Director. 

Harry H. Campbell—Director. 

John Ferguson—Director 

Arthur L. Fields—Director 

J. H. Irvine—Director. 
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F. Lowden Jones, Director. 

Henry G. Lambert—Director. 

S. W. Lovell—Director. 

W. M. Marshall—Director. 

Clarence H. Penland—Director. 

A. W. Peters—Director. 

J. R. Roberts—Director. 

E. C. Sammons—Director. 

David S. Soliday—Director. 

W. D. Johnston—Vice president and director. 

Mr. Armstrronc. Mr. Chairman and members of the subcommittee, 
[ have no prepared statement on behalf of the Commission this morn 
ing. I would like, in order to direct your attention to the purposes of 
the Holding Company Act, to the purposes of the bill, and our views 
in relation to the bill, to read a few pages—I won't be more than 10 
minutes—from our memorandum of February 7, and to make further 
observations of an extemporaneous nature. 

Senator Pasrorr. Only one thing, Mr. Armstrong. Don’t apologize 
for taking up our time. That is why we are here. We want to hear 
you completely. Anything that you have to say, if you have the time, 
certainly we do, too. 

Mr. Armsrrona. I appreciate that very sincerely. 

Senator Pastore. If 1 may make a further suggestion before you 
fart, it is difficult to anticipate all the arguments that may be made 
either for or against the bill. It might be well to have one of your 
staff members review the record as it goes on and then chances are 
toward the conclusion of the hearings it might be well for you to 
come back and more or less recapitulate your own position or refute 
any other arguments or rebut any arguments that were made. Be 
‘use after all we want to know all tha at is to be known about this. 
Mr. Armsvrona. I think that is a very helpful suggestion. If I 
may, I will refer to that in a few minutes when I have finished my 
very brief reading from our Commission memorandum. I think that 

an extremely helpful suggestion. 

Mr. Chairman, and members of the subcommittee: The bill upon 
— the Securities and Exchange Commission has — asked to 

nment seeks to remove from the jurisdiction of — Commission 
cal the Public I tility Holding iS ompany Act of 1935 two things. 
First, atomic reactor companies which produce only the heat in con 
nection with the generation of electric ity : and second. jointly spon 
| power projects which meet certain spec ified st: andards. 

The C ommission opposes enactment of this bill because we believe 
that the bill, in granting broad, automatic, and perm anent ex¢ ne ons 
fans the act, without regard to all the circumstances of each particular 
case, could operate contrary to the public interest and the interest of 
nvestors and eonsumers., 

The bill, if enacted, would be the first amendment of the Publi 
Utility Holding Company Act since it was passed in 1935. 

The ] ill states the polic, vy of the C ongoress to be that of, and T a 


quoting, “encouraging the development of an ever-increasing supph 


of low-cost electric ene rey,” and avoiding “unnec seonr lupli 1O} 
Source: Poor’s Register of Directors and Executives, 1954 except for Pacific TP er & 


Light Co 
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f Federal reoulat “with respect to the investment ta facilities f 
e prod on of electric energy from all sources of power. Stati 
pol \ nap | | Proposthye amendments implies, and we heliey 
Ost mcorrectiy, f it the act in it present Torna is Inconsistent Wil 
policy. Neither the purpose nor the effect of the Pubhe Utilit 
Ilold ng Company Act of 1955 the mpeding of the development 
ow-cost elect! enerey ! il) ple hat Growilheg supply to meet 1 
eeds of co eC} father the act serves to channel such develo; 
Lhe tsoa lo prevent 0 comitant evils and abu c vhich the Conger 
ound to exist in the organization, control, and financing of publ 
utility holding compar and the ro subsidlary companies, It is col 
rective but not punitive or merely repressive. I am referring to tl 
Holding Company Act when I say that. 
Phe act Shanda are flexible, and the act has been flexibly adm 
tered to pernary (| ( ave ulthy orowth of the utihity indu 
Irv to OUP EX] ne economy 
~ itor Pvsy i May | \ \ estion at that pot / 
Nii Ad MN ( Ye 9 I 
SVeHALO! PASTORE. F i \ Lrite a 3. and & COM Mpatile hot publ 
lity compa - ould build a reactor and furnish heat that cou 
be purchased by a Lroup of pul at itility companies let's cSSuUliie 
New 18) os i. Wi uld Olipahle a. 3. and t COlme unde you 


Mr. Armerrona. Who would be the holders of the reactor compaiis 


Senator Pasrore. A, By and © conipanies. 

Mr. Armsrrone. They would be parents thereof / 

Senator Pasrore. They would be parents thereof. They are im 

the » ibhic if lity DUSTNeSsSs. Let assume A. 3. and Care not 
the utility business. 

Mir. Arwsrrone. They are industrial companies / 

Senator Pasrore. They are industrial companies that pooled 1 
oOures together and they establish a reactor which produces heat, 
und this heat is sold to a half doz itility companies In New Ene 
| Do a. Db. \ i COMMA have to co) ie before the SEC | 
Ol r to stablis] ! pe il ie d to sel] t heat / I want ( 
vet into specifies on th Ll vet a complete record. 

Mr. Armsrronc. If T may suggest, in order to develop this recor 

context of the standards of 1 t, 1 think you would be very 
much helped [ you woul ‘tT me dicate to Vou What those stand 

{ l ze 

Senator Pasrorr. IT know what the standards are. Tam putting a 
ypothetical case now. I know all of the abuses that were cured by 
the Pubhie Utility Holding Company Act. I don’t want to get this 


picture contused because here, as | unc rstand section }. it intends 
a specific objective and I want to know if that objective is one of 
these abuses that this Holding Company Act cured. 

In other words, I don’t want those abuses to crop up again. As I 
already said in my introductory statement, IT believe 100 percent in 
the Public Utility Holding Company Act and I don’t want anything 
to happen here to destroy it. Iam wondern or \ hether or not we are 
talking about the same thing. 

Now | would like to vet answer to the question. 


Mr. Garrerr. The question [ was going te ask is how the sale was 


made, W hethe) it Was made, to a single VeHeCrTATING operation owned by 
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x utility companies, or whether you imagined a situation physically 
which the heat was transmitted to widely separated util ty general 
g plants in some manner, 

senator PAst RE. Let hit give you the hypothetical question so 
it we don’t have to have any ifs or buts. We want to understand 


e hy 1) thet nl question. 


Company A, company B, company C,. not public utility companies 
tablish 
Mr. Anmsrrone. Are they aflillated one with another 4 

Senator PASTORE. Joimed to@et lie ro nnd each of them own one-th ra 
the stock. Is that clear? 

Vir. Garrerr. Yes, sir. 


Senator Pasrore (continuing). Establish a reactor, and through 


( hh)? ne of tliis rencetor they C] ate heat. 
Vir. ARMSTRONG. De they use a subsidiary COnh pany QO) do they OW lh 
directly 4 


Senator Pasrore. Own what directly 4 
Mr. Armsrrone. The reactor. Is it a subsidiary company 4 
Senator Pasrore. The company that they form owns the reactor 
> OMpany. ~~ COM Pansy sells this heat to COM pansles I). I, und ie 
New England for the generation of electric power. 
Senutol Por PER, Who are ruiblie utilities. 
Pasrorre. Who are public utilities. 
Vir. ARMSTRONG. Pe OF and [* “ure public utility COMP Aalile ( 
senator PASTORE. Yes. Now, do Ai Lb. ana 5. in the creation of 
ompany X for the sale of heat to companies D, EE, and I, have to 


ne De fore the SEC ¢ 


senator 


Mr. Garrerr. The question in terms of the statute is unresolved, 
[ expect you know, in terms of any authoritative answer. The lan 
cuage of the relevant section of the statute, section 2 (a) (3), 1 would 
ssume would be controlling in this situation, as to whether the X 
mporation in youl eximple Was OF Was hot a utility an electric 
tility company. It would be if the reactor is a facility used for the 
veneration of electrical energy. 
| ‘ly the question Is unresolved because certainly the Commis on 
never had an occasion to resolve it, nor has anyone else to nv 
nowledge, other than perhaps Interpretation of counsel in pr vate 


1¢ 


vice. 
| have ah opinion, The (Commission cl eS Hol have ah Op m1oON O 
faras LT know. Certamly not in any formal sense. 

Senator Pasrore. Give me your opinion. 

Mr. Garrerr. All right. My opinion is, as I understand the engi 
eering of heat, that this should be regarded and would be reeardes 
sa facility tor the veneration of electricity. 

Senator Pasrorr. And therefore A, B, and ¢ 

Mr. Garrerr. NX would be a utility subsidiary and A, B, and C 
would therefore be holding companies owning more than LO percent of 
the voting securities by hypothesis of an electric utility compaiy. 
They would then have to register as a holding company or seek an 
exemption, If this all occurred in the same State, if they were indu 


{ 


Is 
trial companies and this was an incidental part of their business, they 
might very well qualify under 1 of the first 3 paragraphs of sec 
tion 3 (a), and if they qualified under 1 of the first 2, 1 or 2, they 


m| no ~_ 
AVORD wb 
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would not have to come to us in any other sense except to file u 
der our rule U-2 claiming in good faith an exemption Ge ahha ( 
section 5 (a) (1) or 3 (a) (2). Thev would then have no furth: 


business with us except to file their annual report until we—if we ev: 
cid proceed iW] de} rule | 6 to in etfect put them to their proof, 
Senator Pasrorr. Is that the reason why, Mr. Armstrong, in yo 


1 


presentatiol thus far, vou place SO much elphasis On the WO) 


“neat” ¢ 

Mr. Armsrrone. Oh, no, Senator. I don’t want to be pinpoint 
as to the reason for en phasis on any parti ular word. I couldn’t s 
that. We have a positiol on this bill which we believe --— 

S\ tor Pasrore. No: but the word “heat” is used in the bill. 

Mr. Armstrrone. Yes, sir 

Q 


enator Pasrore. Did you raise that question because of the aml 
guity as to whether or not it would apply or do you want the wor 
further refined in the bill? Or would vou prefer to have the wor 
rther refined in the bill / 

Mr. Armsrrone. I don’t want to be put in a position of expressin 
a desire with reference to the bill. 'The Commission thinks the bill 
totally unnecessary. 

Senator Porrer. Could Lask a question f 

Senator Pasrori 2 Yes. 

Mr. Armsrrone. I think it would be helpful to yon, Mr. Chairma: 
at least at this point in the record. It would be helpful to your think 
Ing on the subject if I could outline to you a few of the brief reasons 

Senator Pasrore. We will give you a chance to do that. I hope yo 
don't dislike the idea of being interrupted for a question. 

Mr. Armstronc. Nota bit 

Senator Pasrore. It clarifies the record. It is difficult for us t 
pick up a statement without explanations. We like to resolve thes: 
problems as we make them. After all, we may be here for a week 

Mr. Potter / 

Senator Porrer. You stated that the company, in the case Senato1 
Pastore mentioned, that the subsidiary could apply to the Commissio1 
for an exemption. Did I understand you correc tly / ¢ 

Mr. Garrerr. Not the subsidiary. The parents, A, B, and C. 

Mr. Armsrronc. The three parents. 

Senator Porrer. I would assume an operation ot this kind, wher 
Vou would | J A, B. and © companies, pooling the ir resources, con 
siderable mol ney, to develop a reactor for the production of heat, I 

uuld be quite an investment on the part of A, B, and C companies 
Now, while the Commission can grant them an exemption, they als: 
ean revoke that exemption at any time. Am I correct ¢ 

Mr. Garretr. Yes. I think it should be added that the revocation 
an be done only under the terms of section 3 (c), which requires a 
hearing and requires a finding that the circumstances upon which the 
exemption 

Senator Porrer. 1am speaking from a practical pomt of view. It 

upany A went out and spent $50 million, and the life of their project 
depends upon an exemption which is granted by 3 people, irrespective 
of the respect and ability of 3 members of the Commission, but their 
lifeblood is dependent upon the decision of the Commission, or they 
can extend them an exemption, they can also revoke it. True there 
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would bea hearing. But for a company to invest large sums of money 
when the will of the Commission can thwart their action 

Mr. ArmstrronG. The Commission can’t revoke it arbitrarily or 
oe It can only revoke it according to standards. There 
wou | have to be new circumstances which did not exist at the time 
of the granting of the exemption. 

Senator Porrer. The Commission might change. You might have 
one Commission which felt an exemption should be made. And you 
might have personnel of the Commission which would disagree with 


‘ 


the action of the previous Commission isn’t tht possible ana 





revoke 1t/ 

Mr. Armstronc. Yes, sir, that is possible. And indeed necessarily 
contemplated by the statute that establishes the Commission, that pro 

vides 5-year terms for the Commissioners. But so far as my observa 
tion of the decisions of the C ommission, the quasi judi cial decisions 
of the Commi ssion is concerned, I believe the Comiaission has estab 
lished a body of law. I don’t know of any experience that I have 
ever seen In which a new group of Commissioners capriciously and 
arbitrar ily reverses the decisions that P yredecessor Com missione rs hs ive 
made. The Commission is a continuing quasi-legislative and quasi 
judicial body. In the sense that we make quasi-judicial determina 
tions, we are not in a position to reverse them, unless there are factual 
changes which bring to bear other statutory standards. 

We are a continuing body. The courts necessarily change. Judges 
passaway and retire. That — t necessarily mean that the decisions 
of the courts in particular cases are going to be ove on at some 
later date because there is a new judge on the benc! 

Senator Seana If you were president of company r A, and your 
company was to invest $50 million in a reactor, in conjunction with 
companies B and C, would you apply to the Commission for an 
exemption ¢ 

ir. ArRmstrona. Under the hypothetical case of Senator Pastore 

Senator Porrer. Yes. ii 

Mr. Armstrrone. I don’t mean to duck the question. I am not sure 
about the hypothetical example. But if it were clear that an exemp 
tion would be available under the statutory standards that Mr. Gar 
rett has referred to, and also clear that company .A would be subject 
to the act if engaged in the transaction, certainly it would have to 
apply for exemption. I wouldn’t have the slightest hesitancy as 
president of company A in relying on an exemption granted by the 
Securities and Exchange Commission. I don’t know of any exemp 
tions under section 3 that the Commission has revoked. We have 
investigated companies now and again that have obtained exe mptions 
under the act, to determine whether by reason of subsequent acquisi 
tions after they have gone out from under our jurisdiction, they may 
possib ly have bron ught themselves again within the standards of sec 
tion 11. But I don’t believe we have ever brought any proceedings 
against any companies. Have we? 

Mr. Garrerr. One. The Long Island Lighting Co. under the sec 
tion 11 (b) (2) problems. Under our statute they got themselves i1 
an extremely complex and difficult capitalization mess and the solu- 
tion that was being sought, the Commission thought, was unfair. 
Note that that was a utility. 
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Mr. Armstrronc. It isn’t just a question of withdrawing the exemp 
on under the statute. It would he a question ot whether or not, In 
the lig it oF the new ¢ ircumstaneces in the company, the standards ot 


ection 11, the integration standards, were apparently again being 
iolated. 
senator PASTORE. ( ould | | lk vou one question on this point, to 


determine an exemption ¢ 


Mr. Aruwesrrone. I think you might be interested, Senator Potter, in 
ome of the companies that have been living—and so far as I know 
uirly contentedlv so far as the Commission knows under exemptions 

eranted under ection Ss 4a) (3) 2-An order in 1941, General Klectric 
Co.: 1942, Standard Oil ¢ ompany of New Jersey; 1942, another ordei 
of General Electric: 1943, Standard Oil: and several other orders in- 
voly ne Standard () | and Ci neral Picken: There are many, many 
other companies WW ho are under sectio po (a) exemptions. W eC woul | 
be glad to furnish a list for the record. 

Senator Porrer. I think that would be desirable. 

Mr. Garrerr. United States Steel is an example, and Aluminum 
Company of America 

Mr. Armsrrona. I have a list here of 67 orders. There is no im 
pression on the part of the annem that these companies are under 
iny burden by reason of having sought and obtained the exemption 

‘the usual administrative proceeding. Or any fear that it will be 
arbitrarily or ¢ apricious sly taken aw: AY from the 7. 

Senator Porrrer. I was soliciting information. 

Mr. Chairman and Commisioner Armstrong, [ am working in a 
dual capacity with the Appropriations Committee downstairs. I] 
am going to have to be ju mpmng back and forth. [It is not because of 

lack of interest, but I have to protect a few items in the appropri 
ations bill. l will be righ t back. 

Senator Pastore. I yee one further question before you continue. 
I am a member of the Joint Committee on Atomic nergy. In 1954 
we amended the law of 1946. The eC] tire spirit ot the amendment 
was to allow participation in the development of a peaceful atomic 
private industry. That was the intention of the bill. It was so 
argued on the floor of the Senate. And it was finally approved, 
ps isse rd. and sione ad by the Preside nt. 

In the determination of an genes how much of that policy is 
taken into account by the SEC, or is it a matter that belongs in the 
hearings in determining aie: or not there should be an exemp- 
tion? The reason I mention that is this: Russia has already under- 
taken a crash program in the building of reactors for the generation 
of power by the use of atomic energy. England is making tremendous 
strides in that particular field. It is my considered opinion that 
industry in America has more or less bogged down because of certain 
fundamental problems that they have. First of all, some of them 
seek Government assistance as they did in the case of the Yankee 
A‘omic Electric Co. that came before your Commission, and you 
eranted them an exemption. 

Mr. Armstronc. We granted it to them before the AEC gave them 
any relief, too. 

Senator Pasrorr. That is the question that I am raising. Now the 
question specifically is how much of this do you take into account. in 
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eranting the exemption, and why were you so speedy in granting tl 
exemption tothe ankee Mlect ie Co. . 

Mr. Armstrong. We were in a position to grant the application to 
the } inkee Atomic Keleetrie Co. because we belie ved on the basis oft 
the record before us that it complied with the standards of the act, 
the Holding Company Act. That is why we eranted it. Sire dearer 
no authority to make a variation from the standards of the act based 


upon soni public policy that pertams to the veneration of private 
] } 


powe *bvVv nie lear renctors. But the pot that we are trying to make, 
Mr. Chairman, in the Yankee ease, 1s that the act had been complhed 
wit! That 1s what makes It possible for us to act. and our action, 


l 
t 


| { acdwu:s f \ ] t ‘ { 
as | mentioned, was entered I advance OF any subsequent action tha 
mav have been taken bv way of giving financial relief to the Yanke 
. 1 ] | 
project, and independent of it. 


rmenatcor Pasy RE. Lhe Yankee \tomiue enero) e6; WitS perfectly 


willing to come before you, as I understand the case. They we 
putting WD Soe million. and they Were isk ho the Goven ment CO | il 
i = ; 2 : 

up Si million. They were perfectly willing to come before yo 


Commission, and present their case. 
Let’s assume thi: | »a handful F-6 anies wl feel ther 
et th lune that vou have a handarul o compan VNO Teel they 
Are relnetant to do <9 but would like to eet nto the field. but did | 
int tO Fo through the cumbersome prom “dure because they are not 
companies that ordinarily are regulated by the wal. and 4 
mieihit be a couraged for that reason, Does yvour Commiss on take 
mto account what the delinite policy lay be ot the | nited metate 


Congress In encouraging companies to participate in the field of devel 


rat they 


oOpmel t and rese areh On atomic energy 

Does that become an element of your hearings or don’t you bother 
with that at all ¢ 

Mr. Armsrrong. Senator, certainly that which is expressed as the 
policy of the Coneress by enactment into law we take into considera 
tion and most serious consideration because we are required to admin 
ister the law. I believe there was some discussion, at least in the oral 
argument before the Commission on the Yankee case—I don’t remen 
ber whether it is in the briefs or not—as to whether there was any 
appheability of any of the amendments made in 1954 to the Atom 
Knergy Act. But sir, 1 would most earnestly object to your charac 
terization of the adiminisirative proceedings before our Commission 
as cumbe Ome, 

You yourself applied the adjective “speedy” to the processing Ol 
the Yaa kee case, 

Senator Pasrorr. | didn’t say they are cumbersome. I said, “Let’s 
assume that a public utility company” and testimony will be devel 
oped here. Naturally I don’t mean that I am expressing my opinion. 
I said, “Let’s assume that these private conipanies thought it might 
be cumbersome.” I think that is the laneuage that I used. T didn’t 
say myself that it was. Definitely there are going to be a lot of pri 
vate companies that will come up here and support this. But I don't 
know what arguments they will make. It will be interesting for 
you to follow them. 

Mr. Armsrrone. That’s right, sir. T think it is very important for 
this special committee of the United States Senate to be in the frame 
of mind to realize that the administrative proceedings before out 
Commission are not cumbersome. 
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Senator Pasrorre. I am not saying that they are. I don’t see why 
vou have to defend so muc! I didn’t say that they were. ‘The point 
I am making is this, and this j is the question that [ am asking on Mr. 
\rmstrong: Did you invite any member of the Atomic Energy Com 
mission toc ‘ome be fore youon the Yankee case 4 

Mr. Armstrona. It wasn’t necessary, sir. 

Senator Pasrorr. How do you know how nee essary it was to develop 
this field of atomic energy if you didn’t ask anybody ? 

Mr. Garretr. They were notified. 

Mr. Armstrronc. Atomic E nergy Commission was furnished with 
a notice of the p proceedings § and the »y didn’t even show up. 

Senator Pasrore. They were furnished with a notice of the pro- 
ceedings ? 

Mr. Armstrone. Certainly, and it was published in the Federal 
Register and they were mailed a notice. 

Senator Pasrore. You have answered my question. That is the 
question I asked you. 

Mr. Armsrrone. Certainly. If the Atomic Energy Commission 
felt that there was any interest in the case from the standpoint of the 
development of the Atomic Energy program, surely we would have 
heard from them. 

Senator Pasvorr. How much weight would you place upon a recom- 
mendation made by the Atomic Energy Commission in granting an 
exemption? Would you consider it at all or is this just an invitation 

iat you extend to come if you want and you don’t have to come if you 
don’t like? 

en much weight do you give to that? 

Mr. Armstrong. Granting an exemption under the Holding Com- 
pany Act ? 

Senator Pasrore. Yes. 

Mr. ArmsrronG. We would consider very carefully any proper 
memorandum of law or point of law that was submitted by any- 
body 

Senator Pasrorr. Not point of law. [am talking about policy. 

Mr. Armsrrone. Policy i Is expressed | in the acts of Congress. 

Senator Pasrorr. The police: v of the Congress is to encourage pr ivate 
industry to develop the peace ful atom. 

Mr. Armstronca. Yes, si 

Senator Pastore. T hey have de ‘finite ‘ly certain problems. 

Mr. Armstrone. That’s right. 

Senator Pasvorr. Tam wondering how much weight do you give to 
these problems in making a determination. Iam not trying to quarrel 
with you. 

Mr. Armstrong. No; and Tam not quarreling with you. 

Senator Pasrore. I am asking a question. 

Mr. ArmsrronG. I am trying to define, sir, very carefully so that 
vou will understand it. the polic ies to which we give weight. We give 
weight to the acts of Congress, the law. And it is the act of Congress 
that expresses the policy in regard to the matter that you are dis- 
ussing. 

Senator Pasrorr. Whether or not they meet with the standards 
presel _ by law ? 

Mr. Armsrronc. Certainly, if the Atomic Energy Act of 1954 had 
prov ded that there need be no respect paid to the Ste indards of the 





ie 
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Public Utility Hol ling Company Act, in connection with the deve lop 
ent by pub lic utility companies of atomic reactors, that would be the 
us expresse «| by C ongress. But Coneress didn’t do that. 
ator Pasrore. Congress didn’t do that. L didi’t say that Con 
oress did. All T said was that Congress expressed a desire to allow 
rivate industry to participate as much as it could in the development 
nd in the research of atomic energy for the generation of power. 

Now what is needed in order to encourage private industry to come 
nto this field, that is the question that is confronting the members of 
this committee, that is one of the reasons for the introduction of t] 
bill. If we don’t need the bill we would like to know that. On the 

te hand, of course, if there is going to be any discouragement and if 

at develops during the progress of these hearings, we would like to 
know that.too. But Iam _ taking our gloves otf and getting on with 
this job. 1 want to know whatever obstacles there may be in the way 
if hindering the progress we expect to make in this particular tield. 
[f vou tell me there is no hindrance, I would like to know that. 

} ou may proceed. 

Mr. Armstrona. It is our belief, Senator Pastore, that the Public 
Utility Holding Company Act of 1935, and its administration by the 
Securities and Exchange Commission, does not provide any such 

ndrance. 

Senator Pasrorre. How long did it take the Atomic petition to be 

cided, the Yankee Atomic Energy / 

Mr. ArmstrronG. We will furnish the dates for you. 

Mr. Garrerr. Sir, there was an original application filed in that 
ise on December 13, 1954. That was later withdrawn because of 


difficulties that the ene had with the AEC. It became appar- 
ent that they would not get a license for the project that their initial 


pplication related to. It was officially withdrawn on June 24, 1955. 
hy the company. There had been a 3-month period of nonaction 
here at the instance of the company while the company was waiting 
to see how it would get along with the Atomic Energy Commission. 

On June 24, 1955, the new application was filed. 

Senator Pasrore. What was the date / 

Mr. Garrerr. June 24, ne There was an amendment some 5 
or + weeks later. On July 11, 1955, amendment No. 1 was filed con- 
taulning the State Commission ae approv ing the transaction to the 
extent that that was —- Certain exhibits were filed with it. 

On July 14,1955, there was a staff conference with company officials. 

On August S—these will all be 1955—the AEC rejected the appli- 

it’s proposals and new proposals were submitted promptly. 

Qn August 15 there was a notice of filing and an for hearing, 
-sued by the Securities and Exchange Commission, for hearing be- 
fore a hearing examiner of the SEC 

Hearings were opened on September 13, 1955. I don’t have the 
date the he arings were completed. We have i staff memorandum re 

ng to the hearings filed with the Commission on October 17, 1955, 

rn _ applicants filed their memorandum on October 18, 1955. 

November 10, 1955, the Commission fixed a date and time for 
oral argument. On November 18, 1955, the Commission heard oral 
sument. 
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()) Noven hey ede i¢ ede the find hoe mid opinion and order issu 
senul I’ PASTORE. | ron June 24 to November 5, 1955 7 
Mir. Garrerr. November 25 was when the ordet finally was Issu 


Senator Pasrorr. Tlas that case been completely disposed of 


Mr. Garrerr. That ettled. All they apphed for was cleara 


| ic. 

hey are not prepared yet, as TL understand it. Certainly they wei 

prepared at that time to request any approval of their debt finan 
ng When that time omes that will be considered. But the may 
ue, the issue that required oral arguments and that presented 

problem for the Comn on, Was principally with regard to the acqu 
tion of the equity securities in this subsidiary by certain of the 

companies involved that wanted to sponsor it. That would not bi 


nvolved in the new application Ton debt financing and therefore ye 
might hope that that would oo t rough more quickly. 
Our ordinary debt-t nce proced re, where there are no peculiar 
problems, is about 30 da {nd you can expect an order within 3 
days of vour filing, assuming that youl tial filing is complete ant 


it presents no unusual problems under the standards of the act. 
Senator Pasrore. What 1 specially the concern of the SEC wit 
relation to 1 Holding Company Act in a situation like the Yanke 
Atomic Enerev Co.? What are vou trving to protect 4 Whom aeain 
what. spe ally 


Mr. Arwsrronc. Mr. Chairman, I wonder if you would accept 


suggestion from me at t point for record purposes: that our de 
cision in the Yankee ease be ineluded in the record at this point. 
senatol PASTORE. Phat may be included. 
Phe doem ent referre 1 to LooOvVE hs is follows:) 
( 4 | \ ~ 
s URITT AND Ex ( IM oO 
\\ { I). ( Nove } ? 1O55 
j j ( } 7) I'¢ ecrConpa 
( p Company, The Hartford Eleetrie Light Cor 
pe 14 ( } ( / N¢ ee Company of Ne 
i] V ( \ frie Nustem 
\ ) j } j ( 
FIN S A OpINk ( (« SSION 
S A 1) Al a} mE CT Vl S 
Issue and Sale of Capit Ss nd Note iv Subsidiary of Registered Holdin 
 ¢ pany 
Issue and sale of shares of Capital stock and short-term notes as part of initial 
financing program of new tility company, formed b i group of utility and 
holding companies to construct and operate a pioneering atomie powerplant 
permitted, under the circumstances 


ACQUISITION OF SECURITIES 


Acquisition by Holding and Utility Companies of Securities of New Utility 
Company 
Acquisition of capital stock and short-term notes of new utility company formed 


by a group of utility and holding companies to construct and operate a pioneet! 


~ pein 
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atomic powerplant, approved, the Commission finding 


mstances, the strnndards of Section 10 of the Act are me 
EXEMPTION OF ILOLDING COMP 
kixemption Granted 
Where hold companie are each “predominay 
vithin the meaning of Section 5 ) (9) t} 
s “predominantly intrastate in characte within the 
(1 exemption granted 
APPEARA | 


Lloward, for applicants-declarants 
Arthur J. Buswell, for Division of Corporate Regulation 


i proceeding relates to the initial financing of Ya 
pany (“Yankee™), a corporation recently organized 
: ompanies to construct and operate a pioneering 
financing is to be effected through the sele of stock ar 
he sponsoring companies 


\ joint application-declaration and an amendment ther 
Yankee, New England Electric System (“NEES”), a ve 
N Mnglind Power Company (“Nepco”’), a public-utility 








that l 


t 


eed A. Wheeler and Donald G. Allen, and Oleott 1). Smith. 


kes \ 
Dy Lwe 
abort 


id short 
eto has 


subsid 


he Connecticut Light and Power Company (“Connecticut Ligh 
ty company and an exempt holding company; the Hartford 


(“Hartford’), a public-utility company and an 











uffiliate of a 


hnaer he 
ili 

1 in ade 

ni OL Ne 


lye spons 


pDowerl 
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toarm { 
tern ho 


been file 


tered holding com) 


ry of N 


oril 
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“dl | 


yearn) 
1D 


\ 
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Ss 


t"), a public 


Kleetri 








pub 


ht 


i¢ 
COMpany ; Western Masschusetts Companic ( Western Mussa husetts 
xempt holding company; Public Service Company of New Hampshire ("New 
lnmpshi e’), a publice-ut ty company and an exempt holdin ( pany Mon 
p Electric Company (“Montaup’), a public-utility subsidiary of istern Util 
es Associntes, a registered holding company. The twelve orin 
es are Nepco, Connes ticut Light, Hartford, Now Ha pst e, Mont up, Lostor 
lison Company (“Boston Edison”), Central Maine Power Company Centi 
\ e’), New Bedford Gas and Edison Company New Bedford’), Cambridge 
rie Light Company (“Cambridge”), Central Vermont VP Service Co 
(“Central Vermont’), and Western Massachuset Tole ce ¢ pany 
S] liary of Western Massachusetts 
After appropriate notice a hearing was held before a hea eX: ! No 
ppeared in opposition to the application-declaratio d memoranda in 
rt thereof wer led by the par es Pherentte oul ( 
ument as a means of provi further exposition of the fae nd f 
! le } urn 1) the proye ! of sé l ‘ | \ e 
er Sections 6 (b d7of the Publie Ut v Holdir Company Act ¢ 1%) 
e Act”), (2) the acquisition of uch securities under Sections 9 and 10 « 
e Act by such of the applicant companies o1 parel sare sub to those 
sions, and (3) the requested exempti from holding-company | 
wnt to Section & ta of the Aet by Nepeo and Conne icut Light, the 0 
ring companies which propose to acquire more than 10. peres of 
ee stock 
de scription of Yankee 
Yankee was incorporated as a Ma chusetts elect compal ~ ( er 
¢, 1954 It has no securities outstanding and hi ! funds « her si It 
organized to provide a vehicle for a Cooperative effort by ce ( 
ijor New England utilities in constructing and operating a piones tol 
erplant of commercial size Prior to the passage of the At ers \ 
154, only the Atomic Energy Commission (“AEC”) could construct and oper 


te an atomic reactor to test or experiment with the use 


eans of providing heat for the generation of electric ene} 


gy. Upe 


that statute, the private construction, ownership, and operation 


ieled electric powerplant became possible, subject to s1 
\EC may establish and under a construction permit and 


license 


of 


granted | 


m the pass 





38 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


AEC to build an atomic reactor plant and to conduct research and experime 
activities tending to demonstrate the practical value of atomic energy for ind 
trial or commercial purposes 

According to the record, the technical feasibility of an atomic power plant 
heen demonstrated by the AEC which has built various types of reactors « 
experimental basis, but the economic practicabilities of this source of he: 

a commercial scale powerplant have not been established. 

Although there has been no demonstration that an atomic powerplant car 
duce power at costs competitive with a conventional thermal plant of mo 
design and there is no assurance that this goal will be achieved by the 
pioneering installations, the new technology pect to the constru 
atomic powerplants has progressed substantially and sufficiently to hold 
promise of reduced fuel cost through the use of atomic fuel. This develop: 
considered of great significance by the electric industry generally, a 


with res 


is 
particular importance by the companies serving the highly industrialized N 
England area which is remote from conventional fuel sources and is one of 
high cost power areas of the nation. It was stated that the necessary rest 
tions resulting from the nature of the atomic art, the research and developme 
nature of the atomic installation, and the difficulties of accurate estimates w 
respect to construction costs have led the sponsoring companies to join toget 
na group endeavor h respect to the ownership and operation of Ya 
Yankee will conduct research and development activities and otherwis 
vide practical knowledge as to the adaptation of this new development 
commercial purposes, and will provide experience and training in the 
tion and management of this type of plant, and the basic background necess: 
for evaluating the design and characteristics, as wel as the possibilities of 
sequent installations by each of the sponsoring companies. 

Yankee has made a proposal which is pending before the AEC under 
Commission's Power Demonstration Reactor Program, which offers limi 
assistance to the utility companies undertaking construction and operatior 





an experimental atomic power plant of commercial size. Although Yankes 
proposal, as originally submitted, was found to be unacceptable by the AE‘ 
the latter indicated that if the proposal were appropriately modified it wo 
he acceptable as a basis for negotiatior The proposal has been modified 
manner which Yankee believes meets the AEC criteria, and Yankee exp 


t ane 


that it will soon be in a position to negotiate a formal contract for fin: 





assistance, which it has requested in an amount up to $4,000,000 

Yankee’s modified proposal to the AEC covers an atomic power plant v 
a net electrical capacity of 134,000 kws. to be situated at Rowe, Massachust 
The reactor will be of the pressurized water type, using slightly enriched 
nium as fuel and cooled and moderated by ordinary water Aecording 
Yankee’s president, the most extensive developmental work thus far has 
done on this general type of reactor 


hu Yankee 


2 Proposed Tssuance of Securities 


Yankee proposes to issue for cash $500,000 aggregate par value of its ¢: 
stock and, from time to time, prior to December $1, 1955, unsecured non-interest 
hearing promissory notes in the aggregate not exceeding $500,000 princi] 
amount and maturing not more than one year from date of issue, 

The proceeds of the issues will be used to pay preliminary expenses of the 
Yankee project, including among other things, costs of acquiring the proposed 
site and fees for engineering and nuclear consulting services with respect 
the proposed plant. More substantial funds will be required later to finance 
major construction expenditures. The securities to be issued as a part of the 
permanent financing program have not been determined definitely. 

The capital stock will be sold to the sponsoring companies in the amounts 
and for the consideration set forth below and the notes will be sold to the spor 
soring companies in amounts proportionate, as far as practicable, to the 
stock interest of such companies in Yankee, and it is contemplated that the 
permanent financing of these temporary borrowings will be provided by addi 
tional issues of stock to the sponsoring companies. 


1 See Atomic Energy Act of 1954, secs. 1, 3, 31A (4) 
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Cor pany Nu! ber of ( I iera- Perce 
Nep : tl ; { : Ont 
4 { ( 
4 } 4 
} 4 4 
New Hamp 
1 p 
Ve 
The issue and sale by Yankee of the notes and stock will be solely for the 


nose of financing its business, and the Massachusetts Department ot 
Utilities, the Commission of the State in Which Yankee is organized and proposes 
0 do business, has specifically authorized the issuance of the stock. According] 
the issue and sale of the stock are required to be exempted under Section 6 (b 
of the Act from the requirements of Section 6 (a) and 7 of the Act, subject t 
h terms and conditions as we deem appropriate in the public interest or f 

the protection of investors.” 
rhe issuance of the notes must be approved under Section 7 of the Act, sinc: 
ch issuance is not required to be approved under Massachusetts law by the 
ssachusetts Department of Public Utilities. 

he estimated total capital costs for the entire plant aggregate $33,400,000, 
which includes both the nuclear and the electrical installations The 

sts are equal to about $250 per kw. of installed capacity as compared to a con 
ruction cost of between S160 and $190 per kw. for a conventional steam plan 
in New England of the same size. In addition, there will be costs in the deve 
pment of the core design for which Yankee has requested AEC assistance 
Yankee will itself finance any costs of the core design in excess of the amount 
ontributed by the AEC, and in the event no contribution is obtained, it will bear 
aad entire cost. 

lthough Yankee officials testified that it was too early to formulate 

definitive details of the ultimate financing program, the capital costs of Yar 
ill be financed by means of conventional utility financing. It was stated that 
a minimum of 35 percent of the eae costs of the plant would be financed with 
‘omnmon stock equity investment by the sponsoring companies, with the remain 
der from funded debt or a combination of funded debt and preferred stock 

On this basis about $14,000,600 of the total cost of the plant will be derived 
from common stock investment. While there is no formal 2 ee as to future 
acquisitions of Common stock by the companies involved, it is anticipated that 
subsequent issues of Yankee stock will be acquired by aes in substantially the 
same proportions as those involved in the initial financing. 

The aggregate gross plant of the companies involved is approximately $1,416 
000,000 and the aggregate net plant is about $1,135,000,000. The proposed 


eapit 


he 


2 (Section 6 (a) of the Act provides in pertinent part: “Except in accordance with a 
declaration effective under Section 7 and with the order under such Section permitting 
such declaration to become effective, it shall be unlawful for any registered holding cot 
pany or subsidiary company thereof, by use of the mails or any means or instrumentalit 
of interstate commerce, or otherwise, directly or indirectly (1) to issue or sell any security 
of such company® * *,” 

Section 6 (b) provides in pertinent part: 

“The Commission by rules and regulations or order, subject to such terms and conditions 
as it deems appropriate in the public interest or for the protection of investors or ¢ 
sumers, shall exempt from the provisions of sub-section (a) the issue or sale of any sec urits 
by any subsidiary company of a registered holding company, if the issue and sale of su 
security are solely for the purpose of financing the business of such subsidiary company 
and have been expressly authorized by the State commission of the State in which suc! 
subst liary company is organized and doing business * * *,” 

>The order of that agency contemplates that short- term notes will be issed as part 
Yankee’s preliminary financing program and expressly authorizes the Massachuset 
sponsoring companies to acquire their pro rata shares. 


t 
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he proposed issuance and sale of stock and notes is exempt from the co 
etitive bidding equirement f Rule U-= 


0 Ss e the total proceeds Will n 
eeed $1,000,000 


oposed ACGUISiLIONS O } nkee’s common stock and notes 


ine proposed iCquisitions of the Yankee Common stock and note by NEPCt 
Connecticut Light, Hartford, Western Massachusetts, New Hampshire, and M¢ 


il 


taup are required under Section 9 (a) of the Act.’ to meet the standards o 
section 10.° 


NEPCO is a subsidiary of NEES 





ul ana Montaup Is a subsidiary of Baste 
Utilities Associates The latter and NEES e registered holding con pant 
nd NEES has joined in the appli on-de i 
Connecticut Light, Hartford, New Hampshire, ind Western Massachusetts ai 
ifliliates of other public utility companies 
Phe acquisiti of ¥ kee securities by the other sponsoring companies do 
require our app! \ 
nder Section 10 (b) (1) we must approve sn acquisition unless we find tl 
! quisition Ww tend toward interlocking relations or the concentration 
ontrol of public-utility couipanies d « oun extent detrimental to t 
publie interest or the interest of investors or ¢ ume! 


the officers of Yankee, which now consi of a president, treasurer, and clerk. 
ire officials of the NEES systhem, and the Yank 


tkee bourd of directors includes t} 





chief executive officer of each of the sponsoring companies, 
(ne director of Yankee is hairman ot ti be rd of directors of Hartford and 
resident of Connect t Power, and another of Yankee’s directors is president 
ew Bedford and Cambridge and of their ] nt, New England Gas 
Eleetric Association The purposes of the interlock elations and arrange 
ents embraced by the present preposal relate to the informal understandi 
respect to the distril of Yankees power and participations in futur 


ncings discussed above 


Che limited relations and control created by the proposed acquisitions represent 
joint endeavor by the sponsoring companies to seek information and knowleds 
from the operation of a single experimental atomic generating facility whose 
pacity is of minor significance in relation to the overall New England powe 
supply In this connection it may be noted that the designs for the propose 
ant do not permit the installation of an additional reactor, that on account 
water conditions it is improbable that an addi 


1? 


tional unit of the same size and 
e could be added at the proposed location, and that Yankee’s president 








section 9 (a) 

T st t een approved by the Commission under Section 10, it shal 
1 registered } ( 7 Col x iT rv company thereof. by 

~ of tl ils o ny me ns or instr ent tv of terstate commerce, or other 

Wise ( ‘ ly « indire y securities itility assets or any otl 

; 
for 7h erseo! } se of ‘the 7 Is or ny means or instrumentality of inte 
( { I { ndi etly inv security of 

hic arann. ta {i ‘ ler clause (a) of paragt I 

11) of subsec of Section 2 f } ! y and of any other public utilit 

Iiding company. or Ww vy virtue of s equisitic become such an affiliate.’ 

F Sec 10 ¢ . 

* * ft Commission shall approve the acquisition unless the Commission finds 
*“(1) such acquisition will tend toward interlocking relations or the concentration 

f control of blic-utility e panies, of nd or to an extent detrimental to the 
g 1 itility assets, the consideratior 

lnd c 1] f Se 4 t eS ns nd other ren neriution. to homsoever pa d, to be 

g n, d n cor t hs I equisition, is not reasonal 
not bear a fair relation to the s invested in or the earning capacity of the 
to be lired or the utilit ssets underlying the securities to be 

sy sue icquisition will unduly complicate the capital structure of the holding 

st f ‘ lieal I tr tal to the publie interest or the 
t est of inves rs or onsumers or the proper functioning of such holding-company 
c) Notwithstanding the provisions of subsection (b), the Commission shall not 


1) an acquisition of securities or utility assets or of any other interest. whict 


! vf er the provisions of Section 8 or is detrimental to the carrying out 
the pr ms of Se ) 1 ( 
(2 he equis n of securities or utility assets of a public-utility or holding 
y niess the ¢ ion finds that ich acquisition will serve the public 
( by t ling toward the economical and efficient development of an integrated 
public-utilit svetem * * *# 
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tied that there was no intention of extending it either to a multiple unit 
allation on the same site or to a second installation at another site. 
erimitted the joint ownership by two or more 
enerating plant or other utility facilities.” 
Che sponsoring companies here do not acquire any control over each other 
virtue of the proposed transactions. 


< We have 


holding company systems of a 


The interlocking relations and arrange 
ts embraced by this project are the normal requirements of a joint operation 
the type now before us and do not create a relationship of the kind which 
detrimental to the public interest or the interest of investors or consumers 
iddition, with respect to consumers, New England public-utility commissions 
ive jurisdiction over the rates of sponsoring companies 
It was testified that in view of the high capital costs of building an atomic 
enerating facility and the risks involved, a joint undertaking provides the most 
easible means of achieving the desired objectives by the companies here involved 
he present time none of the sponsoring companies is inclined to “go it alone” 
build a nuclear plant of the size contemplated principally because the eco 
ic practicability of this type of plant has not been established and because 
he uncertainties of reliable operation. 


eu 


na 


It appears that even where additional! 
led capacity is needed on the basis of the assumption that the trend in 
hie ist load growth in the New England area will continue, none of the spon 
ng companies is willing to risk relying on a nuclear installation to meet its 
ipated demand and, in fact, it appears that all of the sponsoring companies 

ve new conventional installations planned or under coustruction which if 
pleted will provide an aggerate expected capability in excess of 1,172,000 kw 
sponsoring companies will acquire the Yankee 

vill acquire the proposed short-term 


ent of any underwriting fees or 


A 


stock for cash at par, 
notes at their face amount, without 
commisssions. The acquisitions involve 
yinents to finders or promoters. Icxxpenses of the acquisitions are estimated 
o exceed $10,000 in the the earning 
Inpanies do not 


first five vears of pl: 


re 


agzregute. As already indicated 
ipcity of the Yankee plant is uncertain and the sponsoring c 
template any return of their investment for the 
ition and thereafter possibly a moderate 


return. However, as alread) 
ed out, the fundamental basis for the undertaking as a joint endeavor by 
porsoring Companies is the acquisition of valuable experience and knowledge 
these circumstances We find no necessity for adverse findings under Section 

9 


a )e 


respect to Section 10 (b) (8) the initial financing proposed in the instant 


ition is SO smail that the effect of the acquisitions on the capitalizations 
e applicant Companies acquiring Yankee stock is not significant. We have 
above tl 


ie overall financing contemplated in connection wit! 


) the construc 
f the proposed nuclear plant, and, in this connection tl 





effect of the 

ite wequisitions by the applicant sponsoring Ipamies on their capitaliza 

We find no basis in the present circumstances for a finding in these pro 

ne hat the proposed acquisitions or those which are contemplated as part 

he permanent financing of Yankee will unduly complicate the structures oi 

=vstems of the applicant sponsoring ( Mnpanies Likewise om the stand 
f the power arrangements among the sponsoring compa 


I 4 LTlit’s, ¢ ] (i 
v, we find no basis for concluding that the acquisitions will be detrimental 
he public interest or the interest of investors or consumers. Where 


biajor 
rin a proposed plant is its reliability and the c: 


ipital costs Lor 1ts construe 








ire substantially high, there are definite risks when such an investment 
lertaken, but the joint participation proposed provides, with a minimization 
eneficial aspects of importance to the future growth of the companies 
American Water Worl ind Electrie Company, Ine., 2 8S. Ie. ¢ ) 977-78 (1937 
G nd Electric Company, 21 S. BE. C. 575, 581-82 (1945 , 
con nl were permitted to retain their respective 50 i ests i 
ng company In Wisconsin River Power Compiny, et al... 27 8S *., 9389 (1948 
mpanies ch in a different holding company s ‘ were pe 1 to 
th a third company, a common stock interest in a new corporation ¢ nized 
truct and operate a hydroelectric plant, all the ene of wl l s to be d 
three companies owning its stock In Southwestern s and Electrie Con ! 
Holding Company Act Release No. 7869 (Nov. 28, 1947 thre separate } 
I svstems were permitted to acquire a stock interest ir transl ssion ne t 
pply energy to each of the systems. In Mississippi Valley Generating Comp 
ling Company Act Release No. 12794 (February 9, 1955), w ipproved the acq 
© separate holding company systems of stock in a new company formed to e 
operate a generating plant See also Ohio Valley Electric Corp., et al., Holding Ce 
Act Release No. 11578 (Nov. 7, 1952), and Central Illinois Publie Service Co., et al., 
ng Company Act Release No. 10340 (Jan. 15, 1951). 








we is to their abllitv to serve thelr consumers which are 
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ot othe 
inable In this connection it m: pe } ed that no investor or any ol 


has objected to e proposa 
der Sec 10 ‘ f the Act QQ ( ni fapprove an acaqulIsition of secu 
" ‘ts ait e carrving out of the provisions of Section 11 
e f hat the quisition serve the publie interest by tend 
rad eco nd efficient develo] nt of an integrated publie ut 
‘ ' ( I é i Se 10 I HMst exXatmihe 
mt ‘ ( 
( ( He ¢ ( 1) ( 1h Yankees pilanic Ww ll bes 
@ spol ! ( | heit MNON Sto¢ investn 
\ } ( f 1 (vy md ¥ kee’s president tes 
‘ i ‘ I here near the comparable 
‘ ! } I f bstantial size and re 
Pay ECO! ‘ 10K i] 1 gainst the prop 
iH ! ‘ ree l Ss distinctly ore id 
The p ( d iles of the main high volt 
ian wy on of NEPCO, that Company's prit 
n { Deertic Rive Chis site from 20 to ISO miles fron 
flices « ‘ go panies Yankee w be dire 
ected if] NEPCO nal he res races the transmission routes to ¢ 
mp: hoy t the tot mnces to the sponsoril 


( ir el I is] . I rit linge Trol a minimum of 15 Til 


! of ( ) erie will be made over transmission 
11> ee aes ntion that deliveries to Central Ver 
a iar ce NEPCO n at t GO ‘ In vie of the histor 
ete cate ; d growths of the s te sof the sponsoring companie 
ench i } e no difficulty in absorbing annually the power it 
required to } ; ee; ( eVE ra er charges is in 
, ‘ ve England 
ze amont tiene thy onsoring companie nd their affiliates supply app 
On f the power requirements of the six states served in New Enelar 
their service areas hi 1 total of approximate 1,645,000 ultimate custome 


ned sa n 1954 amounted to approximately 16 billion Kwh. and on 
1 ner ( of T.000 ur-plant e, the operation of the Yankee p 


’ for 92s ni 4a | ‘ about 5.S¢ of the total The tot 
macityv. of a NonNnsor ‘oun is 8.SAYV.000 kw. and the propose 

‘ ) CAD 124.000 kw ! ints to only 38.5% of this total 
dete ining hether eacl I" sed acquisition will serve the pub 
st bv tending to rd the economic nd efficient development of an int 
ted publi Vv syste! onsideration must be given to a number of facet 


tl K 1t Clear fror re lage of Sect ; ) (29) (A) which defines a 





ted publi tilit f tl Congress did not intend to impose rig 
epts with respect theret: As we noted above, under appropriate cireur 

ees we | e held t t joint holding I Vniy ership of a generating pli 
r utilit ties mav be per! ted withhin the integration standards « 

\ 

proposed Yankee plant will not be located in the service area of all the 

ng col ‘ rhe eants state t until the complete safety « 
powerplants 1 heen fu epted, it seer probable that such plant 

locate d Mars populated areas and that in anv exent, considerati 
olin water may well require a litv to go hevond the limits of its s f 
1 to obtain a suitable site for an atomie generating plant In the instar 
ré il] exist a direct physieal interconnection between Yankee an 
PCO It as stated that all applicant companies are within feasible trans 


l ince oO Yankee and capable of physical interconnection with 


Sat > | 99 (A) ) les: | pplied to electri tility companies, a syster 
mor ts ger iting plants 1/or transmission lines and/or di 

ae z aaa a ae lb ye or more eleetrie utilit 

a - : . ‘ I(r ecanable o sical interconnection and whict 

<b Seite \ economi vy operated as a single interconnected an¢ 

. avate nd , ts operations te sing] rea or region, in one or mor 

cs f so large $ mt . ent deriry +} te of t} art and the aren or regior 
pag th incon ait ; a vgement, efficient operation, and the effectivenes 


» Mississippi ley Generating Company, Holding Company Act Release No. 12794 
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None of the sponsoring Companies Other than NEPCO pla f hy } a] 














i i 
e to Yankee plant because there already exists a transmission netwe 
cting the sponsoring companie Which under the circumstance pel 
omieca ind adequate transn ( ‘ Y er i S) 
panies 
With espect to eoordi ition ol operat tl the applic f noint a s , 
tended » operate the Yankee plant on oa he-hour |} . nd « 
Y ring companies ha indicated bili t< ) =~ fy oe 
S i schedule It is further ] ed « hat que 
ey] I I id be taken out of se ( for overha } 
( i ilmost ines bly be « d by operatit 
@l re r t¢ hnolog Wi - hie cle ( é 
itished 
We are of the view that under t1 , 
I ‘ ( { hnreeri: ( ‘ ‘ 
( SIS Aa Ni ( oO he y ‘ 
ris! t eC! ipltal but { esp 
rol lity of I the ] | V ! ob ; 
eptable me | needs of th ! ! 
( me I ‘ heir livie \ 
h will ne thre enc} he 
t will provide opportur ¢ herit 
tom1e power 
I} "1 ie\ Ol f Vv < ¢ eto ) } 
pu ] e | ke nad ‘ i 
( ¢ Pil ! ! 2 7 at ( 
, ‘ ( cal or © ¢ ‘ | 
the operat ent of this type ¢ eV nstalia ! wit 
tance of tl riv to the sp ‘ ge CO) ‘ 
na high-cost fuel area, and to tl investor na « Ime! . 
ted bv the sharp reduction in fuel cost } the comnanic ii alade 
eSu from the use of atomic yy ( Yankee’s net fre ( { ‘ ite 
ipproximately $8,000,000 for the first five-vear period of its ope { 
vo mills per k hr., a fuel cos » low that i shot approached he ope 
"modern steam plants in the New E land area 
Ii two il fuel cost or better is attained, questions as to the economic ft 
of the proposed nuclear plant and its practical values for conimere 
ndustrial purposes are confined principally to the high capital und 
liability of plant operation. 
In view of the foregoing, we find under Section 10 (c) (2) of the Act tl he 
roposed acquisitions by the applicant companies acquiring Yankee sto« i 
erve the publi interest by tending toward the economical and efhicient deve ] 
ent of their respective publie utility systems ind we find oO basis to clve ( 
findings under Section 10 (¢@) (1) of the Act 
t, Requested Exemption 
NEPCO and Connecticut Light propose to acquire 30 } 1D respect 
he Yankee stock and will become holdin companies s with respect to \ 
Both have requested an exemption from the resulting hold ! 
der Section 3 (a) ¢2 if the Aet. and Connecticut Lig ilso } 
xemption pursuant to Section 38 (a) (1) of the Act 
The approxin eosts for tl Sale H NEES G4 
h or the Mor plant of EUA 392 mills pe he LS 
ston FI son i mills pe kw.-l ‘ he Mystic - ] t.4 
kw.-h ! Edgar plant of Be I ( VN | 
‘Section 8 (a) of the Act provides in pertinent part 
ih Cor nissio bv 7 les and regu tic non t UT t } or 
the shall exempt any holding company nd ever ibsid 
( iny | ision or provisions of this title mnless ‘ COT il fay t 
ption detrimental to the publie interest or the nterest I est 3 Or ( Sul 
‘(1) such holding compan nd ever liary ther 
itility company from which suel holdin ompany Prive lires ect 
iterial part of its income, are predominantly intrastate in cl 
heir business substantially in a single state in which such } lin 
ich subsidiary company thereof are organized 
‘(2) such holding company is predominantly a publie-utility compar I vpn 
such do not extend bevond the State in whieh it is org ] - t 
hereto.” 
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NEPCO is a subsidiary of NEES and operates as the wholesale generating 


ind transmission company of that system. It is a Massachusetts corporation 
Which owns properties and carries ou its business in Massachusetts and the 
djoining States of New Hampshire and Vermont. It is not engaged in the 


bution of electricity for sale to retail residential and commercial customers, 

[t has no subsidiaries 
Connecticut Light is engaged primarily in the retail electric utility business, 
d in addition, in the retail gas and water business. <All of its operations are 
nfined to the State of Connecticut. It has seven subsidiaries of which three 
re public-utility companies, and neither Connecticut Light nor any of its present 
subsidiaries derives any income from operations Outside the State of Connecticut 
Combining the share of Yankee capacity which will become available to NEPCO 
’ cticut Light with their present generating capacity and additions 
eady under construction indicates t the increment from the Yankee plant 
mount to approximately 5.6% and 2.8% of total capacity respectively. On 


similar combined basis, the kilowatt-hour generation in an assumed normal 
yperating year of 7,000 hours’ use of the Yankee plant will amount to 7.1% and 
5.2%, respectively, on the basis of 1954 generation and purchases. Assuming a 
i] i t of Yankee pla of approximately $35 million, the 30% allocable 
» NEPCO will amount to approximately 5.0% and the 15% allocable to Connecti- 
Light will amount to approximately 2.29 of plant investment on a similarly 
bined basis. In terms of gross revenues, 380% of Yankee’s power revenues 
normal operating ear W amount to approximately 4.9% of a com- 


ned figure for NEPCO and Yankee approximately 2.0% of a combined figure for 
necticut Light and Yankee. As above indicated, it is estimated that for the 
rst five vears Yankee will not contribute anv income to Connecticut Light and 


er that cor ipany W | not del e any material part ot its income from 
stment in Yankee 
In the light of the foregoing. we conclude that NEPCO and Connecticut Light 
ie qualifications for exempt nde he particular subsection of Section 
under which they have applied, and that su exemptions are not detri 
public ir rest of ‘ 
i | LUSLONS 
On the basis of the forezgoir we conclude that the proposes issue and sale by 
Yiu e of $500,000 of its capital stock does not require the imposition of any 
! onditions in the publie interest or for the protection of investors or 
“ ‘ that tl proposed Sie nd e by Yankee of S500,000 principal 
mount of short-term notes meets the standards of Section 7 of the Act, that the 


sition by the applicants of Yankee common stock and sort-term notes satis- 
fies the standards of Section 10 of the Act nd that the request for exemption 
ide by NEPCO and Connecticut Light under Section 3 (a) of the Act may be 


inted 
An appropriate order will iss 
By the Commission (Chairman Armstrong and Commissioners Adams, Good 
Orrict ind Pa Ss 
OrvaL L. DuBotis, Secretary. 
») STATFS OF AMERICA BEFO S ITIES AND EXCHANGE COMMISSION 
Novel 2 1%) 
Vatter of Yankee Atomie Elect) Company, New England Power Com 
any, The Connecticut Light and Power Company, The Hartford Electric 
Company, Western Massachusetts Companies, Public Service Company 
Vew Hampshire, Montaup Electric Company, New England Electric Sys- 
tee File No. 70-8396) (Public Utility Holding Company Act of 1935) 
AT OVING ISSUAN( ND SA 4 ») ACQUISITION OF CAPITAL STOCK AND 
NOTES OI NEW lt ILITY COMPANY AND GRANTING EXEMPTIONS 


New England Electric System, a registered holding company; New England 
Power Company, a public-utility subsidiary of that company; the Connecticut 
ight and Power Company, a public-utility company and an exempt holding 
company; The Hartford Electric Light Company, a public-utility company and 
affiliate of a public-utility company; Western Massachusetts Companies, an 


ublic Service Company of New Hampshire, a public- 


emt |} 
x if 


pt holding company 


( 


( 
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ty Company and an exempt holding company; Montaup Electrie Company, 
holding 


pany; and Yankee Atomic Electric Company having filed a joint apy 


ic-utility subsidiary of Eastern Utilities Associates, a registered 
lt 
irration and an amendment thereto pursuant to Sections 3 (a), 6 


a). 10 and 12 (f) of the Publie Utility Holding Company Act of 1935 (“ 


After appropriate notice, public hearings having been held before a 


(bb), 
Let” 
} 


ication 


‘, 


) 


nearing 


iner, the applicants’ declarants and the Division of Corporate Regulatiot 


ie Comission having this day issued its Findings and Opinion he 


basis of said Findings and Opinion. 


‘ filed memoranda and the Commission having heard oral argument 


on 


Ir is orpERED that the aforesaid joint application-declaration as amended be 


hereby is, granted and permitted to become effective forthwith, si 
nditions contained in Rule U—24. 


he Commission 


OrvAL L. DuBors, Seere 


Senator Pasrore. What is spec ifically the thing that you are trying 


protect? Whom against what in that particular Yankee 
eray case / What would disturb you in hat case that wou 
eed for protection 4 


1 


Vir. Garretrr. Do you mean the problem that caused us the 


ern in that particular case / 
Senator Pasrorr. Yes. Why would it be good for the 
ic Mnergy to come under your act and not be anyone ¢ 
ou protect against what in that particular case that we 


rit # 


\I ; Gy \RRETT. We protect investors. The nct p rotects inves 


‘ities of both the parent and tl ie subsidiary in tendi oO 


sr from the holding Company equity securities pont of viev 
xcessively thin equity from the » point of view of the debt st 


f the subsidiary. 


t protects consume rs to the extent of applying to the intercon 


tions and transactions which 


Senator Bricker. Do vou mean higher rates ? 
Mir. Garrerr. That would be the net effect 


senator Bri KER. That is taken care of 1 Atomie enero 


it, by State regulatory bodies ? 


Mr. Garrerr. Do you mean that the States would reeul: 


Senator Bricker. Certainly. 


Mr. Garrerr. Yes, that is true. I presume they would. They 

ly would 1hh Mass: ac husetts. Not evel \ State. 
Senator Bricker. The ee Energy Act specific uly says so. If 
re is no State regulation the Federal Power Commission te sO 
Mr. Garrerr. Well 
Wanatnr Rp . ca Besid sr a — : el axyatl —— 4 
eCenator DRICKER, SICGeES VOu ire not oncernead wil if it l y 

; 
Mr. Garrerr. Not directly. We have no responsibility for regul 


Senator Brrexrr. Do vou go into the question of rates when 


msider securities ? 
Mr. Garretr. No, sir. We go into the effect on the consume 
xtent we can discern any effect. 
Mr. Armstrone. We go into the question of earnings. 
Senator Bricker. What do you mean outside of rates ? 


ibject 
tary 


Aton 
ld 


Yankee 


le 


ive 


Wi] LiOn 


»talku 


tors 


LO pre 
adequate capitalization ratios and discour: aging excessive leve 


present Oppo! tunities for harm 1 


te 
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Mr. G RRETT. Nat uiv., the u hate ellect on the consumer mu 
take | of 2 fe .either the availability of power or the price at whi 
i : I 
eT 1 ry \ } oO qd pet erate 

A es ae oom . 
‘el ile bok KEI | Chat a matter of 1u diction of the reoy| 

I \ ( Sry t y I / / 
\] (TAR | noe rate Pdese lp the established cost al 


ect hed n {is certainly the respo bil tv of the rate regulator 


( | there a ne t ose costs, of course, rate regulato) 
bie CLUDE sole extent Tron State to State and betwee 
“tof | j } ( ons 
s | KER. DD f h vour jurisdiction t 
nito ge them ¢ 
\J (y | ae y not. It vith oul jurisdiction to at 
temp establish aecom ¢ procedures and finaneine procedure 
ad prod e adequate protection to t e investors and at { 
e time 
Ye { hy I 1 ne scate 0 it / 
Vii (; RI | NO 
s or Bi CER. ] hies / 
Mr. Garrerr. No. s 
si Bricker. Do vo ow of a that don’t ? 
Nin. ¢ | tao 1% ) rit f 
s if Brews Ye 
In (y RREI ) NI l ( ( 
Senator Bricker. Any others 7 
Mr. Garrerr. | there are but I don’t have them at my fing 


( tine? 
Mr. Garrerr. T don’t r,in New England 
Mii \rMstTR no. I tl the answet TO sSenntor Bri ker =] ould } 
plemented by some ecoonition of the fact that the investor ana 
consume! terest under the standards of the Molding Company \ 
are deeply ce erned tik the rl es of the ompany because if thi 
en) ) ft aL On pa \ e@ no;t s iftic ent to SU} port A proposed 
i Lui st fire « ousiy the erant ng of approvals to security ISSUES, 
based on sne} 1?) | trueture would rf meet the standards of thy 
Molding Company Act and which are there for the protection of th 
1! Or, I hiat heen part of the policy of the Congress since 1935 
» ito? PASsTorr. I don’t know f we are ett ne ou point over. It 
un ¢ d fact that the average cost of eleetricity per kilowatt 
ho } roduce l by CONVeNTIOI i] f els >.) mills 
Phi est cost that we ] ive reached so far through atomic enero 
\ ill subsidies ind 1] dvantacor : bout 9.5 mills. To bean 
with, this group of utility companies in New Eneland that have joined 
forces together ire nothi 2 more than a research and development 
ot le r propositio 3 t the V are dome it be iuse the Coneress 
of the [ hited sstates has vited their participation, and because the 


President of the United States before the Unit 


tec Nations said QO! 
I) embe1 8, 1953, that we were going to share all this with all the 


24) } 
countries of the wor d. 


] l > 7 
Now, naturally we have a certain development. that has to take 
place, which is a losing propositioy . These util 


l ity companies are pool 
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» their resources together. They are owning all the stock. I am 


rving to find out from you people whom you are trying to protect. 
Phat is all. 

It is a simple question: Whom are we trying to protect? And 
vhat do you go into in determining this thing, where everybody admit 
hat it is a lot of money that is being spent in research, with possibly 
naybe no cama but everyone hoping that maybe some day the cost of 

+5 mills will be brought down to 3.5 mills. 
Mr. Garrerr. The Yankee atomic applicants did not choose to 


stify this project as a researc h project. There was some discussion 
the earlv davs when the matter was being planned that perhaps we 


ould overcome certain apparent obstacles or possible obstacles undet 
ie standards of the act if we regarded this as a research project which 
hey would get out of to the extent that the act raised any difheulties 
n the research aspect of it was over, and they rejected that 
They elected to iustity the project as an sultans electric utility 
heration under the act and they succeeded. 
Senator Pasrore. I know but this so far is a research project. You 


( 
} 
1} 


ow that. 

Mr. Garrerr. I don’t know what we would have done with it if it 
ere Just a research project that did not otherwise comply with the 
tatute. But it did comply with the statute. 

Senator Pasrore. Their application was to the effect that if they 
er hit this, this was a project to produce electricity. I know that. 
Phat is the presentation they made. But after all, as a reasonable 
mn. knowing’ a little bit about what is gome on in the world, you 


ow that at best it is A researeh project fo} nN lor ~” time to come 
Mir. Garnerr. Yes, indeed. 


Senator Pasrorr. When you are in research you don’t make any 


olits ? 
Mir. Garrerr. True. 
Senator Pasrorr. That is the pomt. You know that no profits 


‘going to be made. You know that these public utility companies 
wn all the stock, they are taking all the el] ance, Whom are you 
rving to protect? And against what’ That is a sunple question. 

Mr. Garrerr. We are trying to protect the investors of the sponso1 
ng companies, we are trying to onan the consumers of the sponsor 


ng companies, and we are trying to protect the investors, if there 
are anv, inthe secun ities of thes absidiary. 

Senator Bricker. There aren't in this ease. 

— ae In the Yankee Atomie case there are not nov 
Wh ‘there ever will be I don’t know. 

Senator Bricker. Has there ever been an application made? Do 
ou anticipate anv. where securities will be sold to the public ? 

Mr. Garrerr. | don’t know, sir. 

Mr. ARMSTRONG. Securities of the parent systems are in the hands 
or tne public. 

Senator Bricker. But vou are not dealing with the parent company 
ere. 

Mr. Anmsrronc. I beg your pardon. 

Mr. Garrrrr. They are the applicants. 

Senator Bricker. You are dealing with the consumer. Here we 
ave the Atomic Energy Act. It was enacted for the purpose of en 


{ 


ouragine the development of power throueh atomie fission. They 
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nave to get their material from the Atomic Energy Commission 
lich passes On every aspect of the development, the practicality of 

it, the safety measures that must be thrown up around the develop 
ment. Then they have authorized the sale of that electric energy to 
public utl lity companies. They put a prov ision in there that priority 
must be given to co ops and to public authorities. All that is gone 

caean, and complete jurisdiction is given to the local communities 
in the regulation of rates, to the States or municipalities, whichever 
does it. Then on top of that you want them to come to the SEC 


’ ) 
| nen vou go over the whole process again. 


It looks to me like is; complete effort if that be the prog) t 
the effort IS complete alme st to stvinie and to prevent any develo; 
ment in the atomic-energy field in the production of electricity 


Mr. GARRETT. It certa IV cid ot. Nor has it stymied any to my 
Vir. Arwstronc. Senator. vou were not here at the beginning 
the observations w ch I started to make on behalf of the Commissio: 

I think to the extent that there 1s an assumption on thi part of 
body here that the Holding Company Act impedes or hinders 
development that you are speaking of, tis ave ry erroneous assum] 
tion. ts ie ex dal effect. There is 1 
duplication of regulation here. And there is no restrictive or cut 
some or hindering regulation. 

And the assumption that there is a cumbersome or restrictive « 
hampering or a hindering regulation in om opinion is totally erro 
ous. 

Senator Pasrore. I don’t say that vou do that. But the point | 


raised is whether or not these companies who do not come under t 
SEC to begin with might not be discouraged in joining together b 
cause of the strict standards that are necessary to avoid abuses that 
we have al] recog) ized, 


What I am trving to make here, if it is possible to make, is a distin 
tion between the ordinary case that was imagined and was met. wher 
you passed your law, and this particular field of atomic energy that 
we are talking about, which at best is not a refined field yet and 
requires the investment of a lot of money on the part of a lot of peopl 
who, chances are, will receive no return for that investment. 

At dit is the policy of the United States to encourage that sort of 
thing. 

The question we are ane here—we are not quarreling with the 
Commission: we realize that you have done a marvelous job and that 
vou are there to protect the ‘public : we reali 1Ze all those things, but 
after all it is the re rene ty of the Congress to remove any element 
of discouragement if it happens to be there, whether it is fictional or 
real. That is the poi we are getting at, and we are wondering here 
if somehow this isn’t a oo special situation that really doesn’t come 
within the purview that was anticipated when the act was passed in 
1935. 

We are not quarreling with anyone. Weare merely trving to deter 
mine these things. . : 

We know that private industry is bogged down on this important 
problem of insurance. They don’t know where they are going. Now 
if we get into a new problem that here they have to have uniform 
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iccounting systems, will that be a discouragement? That is what 
we are of etting at. That is why we have invited you people here 
\. Boand © companies may be willing to buy 10 percent of the share 
n this community project, provided they remain sole ly and strietly 
nN der th 1e supervision ot the loc: al supervising COMMISSION. But then 
f they have to readjust their accounting procedures and they have 
6 come before your Commission and explain this and that, where it 
iV not be so necessary under the Cc ire umstances, the que StTIOnN might 
se: Are we actually putting a roadblock of discourag 
sdevelopment 4 ‘J hat isthe thine that concerns me. 
And I want to remove all these discouragements because I realize 
ow important it is to develop this atom for peaceful pursuits. 
Mr. Armsrrone. | think, Senator, that your concern, as I u 
tand it , appears to be = the provis ions of the Holdi ling Con 
nv Act, enacted Ms Congress in 1935 to eliminate some of the abuses 
iat, have existed j his industry, are the hindrance to development 


ement before 


a 


na . 
aia 


y private utility ema of nuclear power. If this committee and 
e Coneress determine that these standards established by the Hold 
ne Company Act, integration standards, interlock standards, and 
1! of those things that are specified in the act, some of which I would 
to refer to, if you determine that those standards must be elimi 
ted, that would be the policy of the Congress. 
But so far as our Commission has been able to determi 
Februar 7, when we wrote this memorandum to vou, we cdo 
eve that there has heen any such nnpedinent. We think the Yanke 
<P IS pretty eood typical example ot hov the th no can be adore 
‘Ol iply Ing W ith the standards of the act that were desioned to elim! 
ite those earlier abuses in the n dustry. 


Senator Pasrore. J think you state vou position very clearly. It 

{ ains now for the others to come in and state the ir HNositions, inh 
. ° ‘ . ’ ‘1 

then you can answer. Maybe [ am anticipating a little bit. That 


sthe problem here. That isthe issue. 
Mr. LRMSTRONG. | wanted to follow up on this cumbersome pont. 


the Yankee case. It wasn’t until ; hortlhy one the 15th of Aigust 
that their appheation was finally in shape so that they asked us to a 
mit. And they went to hearing promptly. The oral argument wa 


eard | \ the ¢ ‘ommission on the 18th of November and they vot a 
decision on the 25th. I would be lad to stack that up against th 
procedures of other administrative or judicial tribunals for effectin 
ness of administrative action. 

Senator Bricker. | think vour point is well taken there. 

Mr. Armstrona. Thank you, Senator Bricker. 

Senator Pasrore. He means the comparison with other tribunal 
Let’s not lose the nicety of his compliment. 

Mr. Armstrone. I don’t want to lose my friends in the other agen 
‘ies. Tam not trving to pinpoint any other agency. I am trying 
to make a point that the administrative process is not cumbersome 
r slow. 

Senator Bricker. Our interest here is to see that there is not such 
cumbersome governmental supervision of the various ste ps which over- 
lap as to make it practically impossible for this development to go on 

Senator Pasrorr. Or too discouraging. 
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tor Bricker. Or to discourage it nv Way, either Initially 


irine the proc It see) to me that they are getting to thi 


>The me nalmost uperregu ted 
or Porrer. And that is the renson for this bill: the fact that 
OnwpAnTeS it to partic pate ! the development ot atom 


Vy for penceftul purposes and are Te irful ot coming’ under the 


(FARRETT. Sir. eb - terms of the ultimate organization 
ttomic power element of the electric-utilitv industry. 


‘tever mioht be true of the reseal tuntion. T think it Is ac 
| 

1a i\ Tips | e ( } - (>) SPPS TO reasol Wuiy COMMNerCIN 

1 e) molt be ro" ZK 0 ditferentiv. corporate 


fron \ “ut rer ! tT stea ind hvdro plants. The bill, 


of the bill. mak o distinet and speaks in terms of pet 
Oreanizatio phase of the electric-power industry. 
Porrel It Lee ( levelopmental pliase, th 
1) ‘ () ') 1 | 4 
CFARRETTY. | Gol ‘ ) hat the C onminiissiol would clo, sir. 
re still not aware that relied necessary, even for research, 
if PASTORE. ¢ ihe e get that statement Trom the Commis 
( ou} t hve i Ve { question cd rectly Without leaving ll 
5x \( af Phat re juires some thought. 
LRMSTRON‘ Wi ld | i to CO) ler that, Senator. 


l Pasty Ri i oO Vi reel « { e questlol Of an exemption 


ed solely and strictly to the point where it became practicable, as 


\rMs RON \) j oO (ato considel that question. 


to! Dr CRER. | il t W l] be Tor seve ral years to come. 
or PasvTore. \ 
| ] | i ) 

r Pastore. That the situation for the next decade of 
Bricker. Did> fy at all before the Joint Committe 
Knerey he 1954 act was being prepared ? 

\LRMSTRON( I beheve { onl “10H G1d not testify. I believe 

{ i i> cl { the statl of the joint committee, but 

RICKER, J on never entered into the consideration 


Dri CER. We e thie question of rates clearly before 


\ RMSTRE NG. \\¢ TO eck our records on that. 


I Bricker. | ( o recollection at all. 

\rarstronc. There w i. contact between our staff and the staff 

Joint Committee on Atomic Energy. So that the staff may have 
Lt the JO committee statl m Ly have been aware of the 


itor Bricker. We were conscious of the fact that it would be 
ry ror certa OMIpanses to co nbi e@e in areas ot the United 
{ ey most need power, in order to get 


and ih those areas where t 
] 


‘velopment at 
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Senator PASTORE. Now you are al liberty to finish vou statement, 
Vir. Armstrong. L think you get the point of what concerns this 
mimiuittee. 
Mir. ARMSTRONG. As I mentioned to the chairman and Senator 
Potter before Senator Bricker came in, we just wanted to make a few 
observations based on our memorandum. I had gotten to the point 
re T was about to say, and I think I have said it in my testimony, 

it the I olding Company Act, in Our OpINioNn, does not result 1) Ut 
eCESSALS) duplication of Federal reeulation. Phere is oOo Federal 
ency other than the Securities and Exchange Commission chareed 

) hh » responsibility for admiunisterme the policies of the Congres 

hy hed by the Holding Con pany Act. 

In financial matters thre ed rial Power Let \ elds by it tern te 
he Public | ility Holding ¢ om pany Act in ense of overlapp ne wi 


Lictlol furthermore, Vv ith respect to finaneial matter the Federal 

Power Act. which administered, of course, by the Federal Powe) 

(‘ommission, does not Impose the same standards required ot con 
subject to the Pubhe Utihty Holding Company Act, whie 


} 


dministered by the Securities and Exchange Commission. 
Phe Holding Companys Act was enacted primarily to cause the 
reakll ¢ up of combinations of companies in the ut lity ndu try which 
( ¢ OLTeSss found created serous regulatory problems ror local rate 
! he bodies. which had confusing and uneconomic Capiltakt structure 
It ne deceptive ana OVeELrspe ulative « lasses ot SeCULITIES In the 
ids of the public, ana whieh generally were detrimental fo the pub 
terest. 
Lhe etlect of the act, as adhiuhistered by the securities a { i 
wnee ( OMISSION, has been TO Cause a adrastie reoreanlZation ana 
tegration of the utility industry of the country, which have con 
tributed to its finanelal soundness, thus permitting growtl thc 
eXpansion. 
Senator Pasrore. May | interrupt’ Isn't this the distinetion bi 
iween the cases we are talking about and the abuses that Vou are 
speaking about? ‘There it was a case of one holding company actually 


icq UWPIne abl eCOHOMIUC emipire \ owhinhe a numbel oft publi UTLEY 
OMpahiles throughout the Nation and mavbe in fore In countries. 

Now. we are not talking about that We are talkine about the 
reverse here. Here is a group of operating, regulated public utility 
companies who can’t do a certain thing by themselves but getting 
together with one another and on this one experimental venture im 
which thev all have an interest. Just the reverse is true here. That 
s the reason why I think it is more or less an exception, and not the 
vieWs that youare talking about. 


Phis is not one holding company owning an empire, but this 


ma 
merely a half dozen operating companies within their own sphere, 
SerVICINe their own territory that they now service, to vet into 
community project that they cant do by themselves but doing it o1 
L cooperative basis because that is the only Way It can be done. 

Whether or not that should come under the province of the act, 
I don’t know. That is the reason we brought you here. But it 
an entirely different question. 

Senator Bricker. And a program in which there is no opportunity 


tomake money inthe early days. 
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Senator Pasrore. Everybody recognizes that. We are actual]. 
begging these people to ‘come into the picture, without slapping 
them around if they clo. 

Mr. Armstrrone. The standards of the Commission under the act 
with respect to utility organization and capitalization, we believe ar 
vital to utility investors, consumers, and the public in accordance 
With the policy expressed by the ( ‘ongress in { he act. 

Generally speaking, these statutory standards involve the follow 
ing: First. sufiicient common stock capital and surplus to protect 
the debt securities so as to reduce the danger of default and loss to 
holders of utility bonds, and to promote stability of equity securi- 
ties by eliminating undue leverage. 

Second, prevention of interlocking relationships among companie 
ind company managements which create conflicts of interest and 
concentration of control to a harmful degree. 

And I think that item is particularly pertinent to the observations 
you have just made, that standard, Senator Pastore. 

Third, physical integration 

Senator Pastore. In what way? I don’t want that to go by too 
easily. 

Mr. ArmstronG. I am not atempting to slip it by. 

Senator Pasrore. I don’t mean that. 

Mr. Armsrronec. Interlocking relationships where one large grou] 
of companies own one company. 

Senatore Pasrore. In which they are all connected, own all the 
stock, and ret the produc t/ 

Mr. Armsrrone. Yes, sir. There is a standard in the Holding 
Company Act involving interlock. That is an interlocking situation. 

Senator Pastore. In other words, you wouldn’t permit interlock- 
ing directors 4 

Mr. Armsrrone. No, sir. We permitted it. We think in the case 
involved, the interlocking standard of the act was met. That is one 
of the standards that we consider to be established by the Congress 
in the public interest. And we do not believe that the continuation 
of that standard in the law will be a detriment. 

We do believe that where interlocking situations are to be created 
it is appropriate to require these companies to come before the Com 
mission and be subjected to the standards of the Holding Company 
Act and obtain the exemption, rather than have an automatic exemp- 
tion as the bill provides. 

Senator Porrrer. I can see that would be valuable with a commer- 
cial enterprise. But with a research project I can’t see where it makes 
iny ditference. 

Mr. Armstrrone. The third 

Senator Porrer. Do you have any comment on that ? 

Mr. Armstrrone. I was going to express, on behalf of the Commis- 
sion, a point of view on the question Senator Pastore earlier asked 

on the research, Senator Potter. I didn’t feel that I was in a posi- 
tion to do so right—just off the cuff. I will do that. 

Senator Porrer. I think as far as the whole discussion here, we 
all recognize the fact that it is in the research stage. Mavbe many 
— hence it will become economically feasible to be of commercial 
value. 








~t 
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But at the present time it is entirely a research endeavor. 

Mr, Armsrronc. Maybe we missed the point of the bill, but we 

In’t read that into the bill. 

senator P ASTORE. * ou are right. The bill is broad. 

enator Porrrer. The bill is broad. But as far as the problem that 
iia us and the problem we are trying to solve, that is why we 

» asking the question. Are your objections based upon the fact that 
these companies will be receiving economic rewards or values as 2 
sult of this endeavor? I assume that is the basis of your objection. 

“Mr. ArmstronG. Certainly the research suggestion that you made 
s something that we would be ve ry glad tocomment on. It does raise 
very ditlerent problems from the problems that we saw in the bill 

at was submitted to us for comment. 

Senator Pastorr. And we wouldn’t expect you to give an answer 

that. We would want you to think that over. 

Mr. Armsrrone. Thank you very much. The fourth of the stand- 
irds that we feel are important is the—the third I mean—is the physi- 
al integration so that existing holding company systenis rest upon 
sound functional and geographic basis. 

ae the avoidance of participation by utilities in other in- 

us istrial activities, and vice versa, to a degree which causes divided 

erest of management and volatile market performance by the com- 
pany’s securities. 

Fifth, the simplification of capital structures. Sixth, the adequacy 
of protective provisions with regard to bonds and preferred stoc ks, 
those securities which are senior as to claim on the company’s earn- 
ngs and assets but junior as to control. 

These standards, and others which have been developed and applied 
by the Commission in its administration of the Holding Company 
Act, we believe are beneficial to the utility industry, to investors, 
‘onsumers, and the public interest, and the public generally. 

We have applied these standards with flexibility—when I say we I 

‘an the Commission—and reasonableness related to particular situ- 

tions. The integration standards have been so interpreted as to per- 
nit generating projects jointly owned by registered holding com- 

panies. In some instances less common stock and surplus than other- 
wise might be required has been permitted, where projects are designed 
rincipally, because of national defense requirements, to supply 
power to the United States Government on long-term contract, giving 
idequate protection to the holders of the debt. 

\ recent decision which we have discussed here this morning of our 
Commission has permitted joint partic ipation in atomic reactor de- 

velopment on a regional basis. That is the Yankee Atomic Electric 
Company case, Holding Company Act, release No. 13048, November 
1955. Where the standards of the act are met the regul: ator y burden 
ipon companies subject to the act is not severe. Although occasion 
for extended hearings may arise on difficult questions where there is 
i serious conflict of views, most registered holding company systems 

iave successfully completed enormous financing programs over the 
ast few years without any hearings or regulatory delay. 

Even exemptions from the act have been granted without hearings 

companies which have clearly met the st: andards. Accordingly the 

C mmission is unaware of any need for this bill, either to further joint 
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eX] mentation in atomic reactors or join l cenerating projects. N 
tomic power project has been impeded by the act as it 1s presently 
i I « . 


effect, so fal as we know, so far as we had knowledge as of the date ¢ 
emorandum, which was February 7 of this year. The only su 
project to that date which ne stag a to the Commission f< 
m had been granted the desired approvals and exemptions | 
reasonable application of the present statute that is the Holdi 


t 
Company Act—and the established standards and policies under that 


Let 

Should some future project in this field fail of Commission ‘uy 

proval. it would be the result of countervailing considerations bas 
ipo! policies of the Congress expressed In the act of transcende 
rtal e to the public interest. 

Phe only project known to the Commission to be designed to tak 
ve of the exemption proposed by the bill, at the time of ou 
mdum of February 7. with regard to jointly sponsored powe 

projects nd this is item 5 of the bill—is Pacifie Northwest Powe) 
TO. ‘J ms is a company wh en nas hes n organized by four sponsorii 
operating f lity ro a ies 1n the Pacitie Northwest region. 

Under the wet as t is now in effect. these four sponsors would becon 


} 


holding companies required to register as such, and the generating 

Company would have the status of a subsidiary ofa registered holdi 

company. Certain of the sponsors might he entitled to an exemptio! 

under existing provisions subject to whatever terms and conditior 

the Commission should find necessary to make the exemption ni 
eTrin ental to the publ Cc interest or the interest ot lvestors or co 
mers [am quotit o there the statutory language. 

Other of the sponsors Wwol ld have to remain re ciste red holding cor 
pane unless ibstantial chan ges were made. The ‘se requirement: 
would not prevent the completion ot the Pacific Northwest Powe} 
project except to the extent that the sponsors would be unwilling t 
undertake compliance. 

The Commission believes that the corporate organization, contro 
and financing of a project of this type creates the possibility of evils 
against which the act is designed to guard. 

The Commission therefore believes that the sponsors of such proje 
should submit to and cor ply with the act, including its exempt ve 
provisions vhere applicable, and that the standards of the act be 
applied to them and to their proposed subsidiary, rather than thei 
being granted a blanket exemption a all provisions of the act. 

Requiring sponsors to com ply with the Holding Company Act woul 
result in the type of Pee ction whic nt the act was de ‘signed to provide, 


with regard to es lization requirements, nonengagement in othe 
business. absence of interloc ce geographic integration and other mat 
ters, W here Management is willing TO comply, the act promote: 
rather than hinders crowt! and devel iopment, 


In the judgment ot the ( ommissi on it would not be wise for the 
Congress to encourage such projects without the statutory safeguards 
ee bs the Holdi ne Company Act. 

Mr. Chairman, since our memorandum of Fel ruary ¢ there have 
ee deat ais representatives of scsi utility companies with 
saree our staff. Mr. Garrett is the director of the Division ol 

Corporate Reg ul la tio) . ‘| he ¢ ‘ommission itself } nas hot part icipated i 1! 
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\ considered what may have been brought before the staff in those 
ferences. We understand that the Detroit Edison Co. is interested 

some such project. and we had never been made aware of it, at the 
ne we furnished this comment to this committee, although this legis 

f tion had been pending here in various forms for several years. We 
| mt mean to indicate to the committee that this is the last word 

ns f the Commission on the subject. 

We think that the suggestion that you have } mde. Mr. Chairm in. 

the reeord be made here—there has been no record made in our 

( olmmission, and no formal record, ho applicat ons made we think 


if the record should be made here in these hearin Os before yvour 


ommittee and other suge@estions made, we would welcome the suo 


] ! 7 4 
ection vou made and we would very much like t] 


me back and advise ancl consult with the committee and report t 


e opportunity to 


ommittee on some of the situations that mav have developed 
i 


ee February 7. We don't mean to, and we will not, take anv pos 


C fie which could possibly be construed iS Antagonistic to the develop- 


ent of atomic energy as a peaceful means of energy, for peaceful 

noses. In accordance with the policies of the Congress and the Gov 
ment. and our ole purpose here, Senator Pastore, is to advise this 

i? mittee with reference to the effect which the Publie Utility Hold 
cr company Act whieh we are charged by C'oneress with the duty 


‘ 


f administering, may have on any such projects. And up to now we 


iven ft seen any hindrance, and we haven't seen any WUstTcAtION for 


lanket exemption from the Holding Company Act. 
Senator Pasrore. [should like to ask you one question. Referring 


your statement on page 6, the bottom of the page, 
Chis assumes that a company producing heat only 


ndso on, the important part of it that L intend to call to your attention 
sthe last sentence: 

\ different view might be justified, however, where the heat-producing company 

rganized as a nonprofit corporation for experimental purposes. 

. Would you want to elaborate on that ? 
Mr. Armsrrone. Yes. I will ask Mr. Garrett to respond to that, if 
[ may. 
\ir. G ARRETT. | think the problem ean be readily cdiseerned by look 
ev at the language of the definition. Where it isa nonprofit researeh 
ompany, I think there is much to be said for the thought that that 
type of entity is beyond the probable intention of Congress at the 
me they drafted the definition. That is why I think the Commission 
njected the possibility of such interpretation. It cannot, having 
aised the doubt, settle it either way in my opinion and certainly it 
as not settled it either way. The language of the statute still says 
“facilities used for generation” and if they are facilities used for ven) 
eration, it is very hard to say that means only commercial generation 
} nd not research veneration. , 

[ say it is very hard. It takes an act of construction and an act of 
reading into the language of the statute, which is the type ot thing 
that I think can only be done in a formal way if the oceasion should 
rise that the Commission be asked to make such an interpretation. 
It never has. 

Senator Pasrore. T asked to provoke your thinking on the subject. 
Let’s assume that the bill were amended to say “nonprofit corporation 
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for expe rime i] purpose Then what would be your reaction 
that ¢ And cd: ‘tans’ er if now. 

Mr. Anuesrrone. LT think that isa very good suggestion, 1f we m 
take that to consider along With your suggestion as Co 1 search ame 
ments, | 

Senator Pasrore. I w vou to consider those. 

Mr. Armsrronc. We will be delighted to do that. Mr. Chairmar 


what we would propose to do—we see that you have a large numbe 
of witnesses—would be to have our statl members here followin; 
the testimony, read the transcript day by day so that we would be 
right up to serate! with you, so that we could come back and advise 
you on these two and een othe r quest 1ONnS that may occur to you during 
the course of t] he hear! 1s, 

Senator Pasrore. | would: n’t want you to take up the time of tox 
many individuals. You can a e a scout here. 

Mr. Armsrronc. We have staff members here for that purpose, 
assist you and 

Senator Pastore. You have a standing invitation now to return. 
to refute or rebut. After all, we are interested in getting the best 
kind of law to protect the public. 

Mr. Armstrroneé. Thank you very much. 

Senator Bricker. One question. A public utility in the distri 
bution of gas, or a gas company, can operate or own and operate a 
trnnsmissiol line o1 i @as producing Puc lity, Cah Jt not, withor 
being subject to the bill ? 

Mr. Garretr. Yes. 

Senator Bricker. In other words, it is exempt ? 

Mr. Garrerr. A gas transmission company Is not a gas utility under 
that definition, w de the definition of a pub lic utility. That would 


mean that a gas distributing co mMpany vy could own a transmission com 
pan) subsidiary. 
Senator Bricker. Or producing subsidiary ¢ 


Mr. (ZARRETY. aes sir 

Senator Bricker. Without being subject to the act? 

Mr. Garretr. Without being a holding company; yes, sir. 

Senator Bric KER. What is _ distinction between that situation 
and an electi lc company owhl) a produc ing f: Lc lity ¢ 

Mr. Garrett. I think there. is one difference a, historicaly, at the 
time the act was drafted. The gas industry then was by no means 


deve loped to the point that it is today. 


Senator Bricker. Neither was atomic energy. 
Mr. Garrerr. No, sir. But atomic energy results only in ele 


tricity. Of course, the natural gas industry results only in gas. 


Senator Bricker. There may be a change in the future, though. 
We are thinking of the research work that will go into that develop- 
ment that will produce more energy at less cost. 

Mr. Garrerr. It would be n vy suggestion that if the difference in 
treatament was unjustifiable, that the correction ought not to be to 
release electric generating huncanien but by taking the other end. 
Senator Bricker. I have never known of a Government body that 
dn’t want more ‘onal ection. 

Mr. Garrerr. If the argument is simply that if a gas-distributing 


company can lave a gas transmission subsidiary without being a 
hold Ing company, WV hy can't an electric company have a generating 
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ubsidiary without being a holding company, then I don’t think 
this bill goes nearly far enough. We ought to amend the definition 
of utility and leave out generation facilities. I wouldn’t recommend 
But if that is the bee of argument 
senator BRICKER. the electric company here is subject to the 
Holding Company ‘ot there is a distinction between that and a 


as 
company. ne 

Mr. Garrerr. Which owns the transmission or producing subsdiary 

Senator BrickErR. Yes. 

Mr. Garrerr. There is; that 1s correct. But the distinction 

senator BRICKER. Your position would be that vou ought to bring 
them in. instead of leaving these out 4 

Mr. Garrerr. We have not so recommended, sir. 

Senator Bricker. I know. 

Mr. \RMSTRONG. I think Senator Bricker, as far as your gas analogy 

concerned, the Congress might be very concerned if most of the gas 

tributine companies in the United States were put togethel 
bie national or regional combines. 

Senator Bricker. I think that is true. But there is no danger of 
that in this situation because of the cost of production 

Mr. Armstrrona. I am not suggesting that there is. 

senator BRICKER. Where this is competitive with the normal pro 
duction facilities of power, ¢ or electrical energy, and then the exemp 

on from the Holding Company Act brings them into a parallel wit] 
the original intent of the Holding Company Act, then is the time J] 
think for the Congress to put them under it. But I would hate t 
see this industry curbed at this time when we have been working so 
diligently t oO try to get advances in the art of producing power by 
atomic fission, when we have been trying SO desperately to wet the 
cost down. I think these electric companies that are willing to put 
their money In and take their chances on that as against the day wher 


it, will be competitive or practicable, economically, I think they ought 
to be encouraged In every way they can. W hat I am fearful of 


that the holding company ap plication, or applheation of the Holding 
Company Act here by your Commission, with its strict regulation as te 
iccounting systems and everything of that kind, as you suggested i1 
looking after the interests, and prope rly SO, of the consumer, | 
just fearful that it will be such an inhivition that vou will curb t 
development. 

We don’t want the other countries of the world to get ahead o 
us in this field. We want to deve lop it against the time when ft] 


? 


0 . 
may not be the conventional fuels and — for the development 
of electrical energy And do i as rapidly as possible. 

Mr. (ZARRI Pt. | vou ld only « ral] attention to the exempilve po 
bilities that already exist within the act. Tn our opinion an exemp 
OMpany 1s nota regulated company. And also to the definition of 

hol ding company. if you do not hold more than 10 percent ¢ , 
voting securities of a utility company, vou are not a holding 


pany unless the ¢ ebehianiee so finds, after a full hearing and oppo 
tunity for court review. 

Senator Pasrorr. Are vou saving that 1f 50 companies got toget! 
ind owned 2 | ercent of this heat prod cing pl: nt. you wouldn't con 
under the law ? 

Mr. Garrerr. Riglit. 
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Senator Pasrore. But if 5 compa ies got together and owned 
perce f it, then they come under it ¢ 
Mr. Garrerr. Ye 
Senat Bricker. You are not going to get an area of productio 
Senator Pasrorr. I mean sometimes we should draw the line of 
netion to show where we are going. 


Mr. Arustronc. I would like to make one other observation, Ser 


tor Bricker. Perhaps if you will forgive me, it 1s In the nature of 

elf-serving tateme it. { don’t beheve that the Securities and Ex 
change Commission is seeking in any way in this comment on legis 

( to enlarer s jurisdiction. We are merely trying to point ou 
to the Congress the jurisdiction that we have, and on the basis of fact 
hat have been brought forward ip to now, we believe it would justify 
the Coneress, indeed make it appropr ate and desirable for the Coy 
ore to maintain that jurisdiction and not take it away from the 
Com Ol 


yet ondly, nsofar as the economical development of electricity is 
concerned, Senator Pastore mentioned costs in relation to kilowatts 
venerated. I have the impression—I am a little bit off the cull o 
this—that one of the most economic generating operations in t] 
United States is a weneration done by one of the holding compan) 


systems presently regulated by us, the American Gas & Electri 

| believe it is one of then or neratine activities in the Ohio Valley 
Electric Co. 

Senator Bricker. That is, of course, a combination again of SOnL 
12 or 14 companies 4 

Mr. Armsrronc. Yes, sir. It is the type of thing that has been 
pel mitted by the Commission under the standards of the act. Ther 
hasn't been any impediment. 

Senator Pasrorr. Were those companies already under the SEC? 
Had they already complied and found no 

Mr. Armsrrone. Yes, sir. Ohio Valley Electric was one of thi 
famous cases in which we permitted groups together because of the 
long-term power contract with the Atomic EKnergy Commission. 

Senator Bricker. And because of the great amount of capital 
involved. 

Mr. Armsrrone. Very much so. It is the first of the systems under 
our jurisdiction to reach a billion dollars. 

Senator Bricker. Of course they are producing power and energy 
nha conventional war 

Mr. Armsrrone. Yes, sir. 

Senator Bricker. This Holding Company Act was passed long 
before there was any development in the field of atomic energy. 
long before the problems were involved. We did in the passage of 
the act of 1954 give strict control of the development to the Atomic 
nergy Commission. We have to pass upon all plans and programs 
for the construction, but for the operation as well, providing for the 
public safety and all the things that are surrounding this new develop- 
ment which is clearly in the experimental stage. But likewise pro- 
vided for the ways and means by which the energy would be dis 
tributed, with full knowledge that it would not be competitive and 
be subject to ordinary regulations. 


v ¢ 
Y- 
=)" 
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Your Commission has assumed, and properly—I don’t disagree with 
it—that as far as you are concerned any operation in this field | 
ect to the Holding C ompany Act w ithout regard to the intent ad 


the original act. The question is whether or not Congress agrees 


h you at the present time. If they do agree with you, I think there 

cht to be an amendment to the act putting them under it. I think 
you ought to have clear jurisdiction. 

If they do not agree with you I think the exemption is properly 
found. 

We can’t hope to anticipate the things that will happen in the 
vears that are ahead in giving you jurisdiction. There might 
ome other development. I don’t imagine what it would be. There 
might be some other as where you would reach out and 
ittach your power, and maybe that is your responsibility, maybe that 

vour job. But I see here a problem initially, not one that was 

‘olved in the enactment of the original Holding Company Act, 
that Congress ought to give its attention to, and look at it from this 
point of view: How are we going to get the quickest and best develop- 

in the field of producing energy by atomic fission, looking to 


t 
t 


bring the rate down toa competitive rate ? 
Senator Pasrore. If you are going to rely on free enterprise to 


Senator Bricker. Yes. 

Senator PAsTorr. If the Government is voing to build these reac- 
ors, Which I doubt very much that we will do, then of course you 

ive another prob lem entire ly. 

Senator Bricker. Except if done in the way we authorized. 

ator Pasrore. I think it is good and appropriate that we take 
at this from all sides of the question. 

Senator Bric KER. 9 spec ially in view of the fact that under the pres 
ent setup there is a serious question in my mind as to whether there 
would be any dail to the public in buying securities. There 
might be. That is what we want to know. 


Vir. Armstrong. Consider with respect to the hydro part of this 
ipital rate S spec ifies ally, because the cases in which our Com 
on bin mewmnibind debt equity ratios of 95/5. have all been ea 


where there has been a long-term contract for the — of the 
OWel by the Federal Gover ment, which protected he interests of 
nd holders 

Senator Bricker. Can you test this program by the same facts 

it you have in those cases ? 

\[r. ARMSTRONG. Certainly as to the hydro. 

Senator Bricker. You think so? 

\ir. Armsrrone. Yes, sir. 

Senator Bricker. Except hydro is the cheapest and this is the most 
expensive. It can’t be remunerative for several years. 

Senator Pasrorr. Mr. Potter ? , 

Senator Porrer. I was out when the Chairman discussed the pro- 
dures of the Commission on the exemption ap plications that the 
Commission receives. Do you now have pending a case from the 

mer Electric Bond & Share Co. ? 

Mr. Garrerr. Yes. 

Mr. Armstrrona. Yes. we do. 


9039—56——_4, 
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Senator Porrer. What type of proceeding | is that ¢ 

Mr. Garrerr. That is an exemption proceeding. 

Senator Porrer. When was that commenced ¢ 

Mr. Garrerr. It was commenced early in the fall. I don’t } 
the exact dates. 

Senator Porrer. This fall / 

Mr. Garrerr. Yes. the fall of 1955. 1 think their application W 

tiled in the middle of the summer, or early summer, 

Senator Porrer. Didn’t they have a plan approved in 1953 ? 

Mr. Garrerr. Yes. A plan to comply with section 11; yes, they di 

Mr. Armsrronc. The point is that they have a dissolution order out 
standing against them. What they are attempting to do is to hay 
the dissolution order changed to an order permitting them to conv 
Into an Investment company and register as an Investment compal 
under the Investment Company Act of 1940. 

Senator Porrer. They are not a public utility company / 

Mr. ArmsrronG. They are a registered hol ling company, agall 
whom an order of dissoluti ion has been ente red. 

Will vou take that up! 

Mr. Garrerr. There has not been a dissolution order in this partic 
lar case 

Mr. Armsrrone. Isn't there a dissolution against Electric Bond 
& Share? 

Mr. Garrerr. No, sir. There is an 11—-E plan which provides that 
they shall accomp _ certain steps and then will apply for an order of 
( xemption, which they acc ‘omp lished. 

Senator Porrer. Do you have any idea when you will be able + 
resolve your differences / 

Mr. (VARRETT. I do not. We: are still in the process ot CYross- exami! 
ing the company’s witnesses. We have held hearings for a period of 
several days and then have recessed at the company s request in ever) 
instance, and have called them back only when they were able to con 
Accomplishing of extensive cross-examination re that process 
naturally consumes a large amount of calendar time. I don’t mean t: 
be eritical of the cor mpany. 

Mr. Armsrrona. In other words, Senator Potter, we endeavor to 
accommodate our administrative hearings to the desires and the 
schedules ot the people that are required to appear before us. Wher 
witnesses ask for recesses for several weeks — they have got 
other engagements and other commitments, we don't ordinarily put 
the whiplash on them and make them stay in W ashington for that 
purpose. 

Mr. Garretr. For example, Senator, one of their principal wit 
hesses, whom we wish to cross examine, had to be sent to Korea to 
represent their service company, BASCO, in a contract it is doing for 
our ee Cooperation Administration. He is not yet back. 
We don’t think it reasonable for the company to have shipped him 
back to the detriment of that job for the purpose of this hearing, and 
we could not cross-examine him until he gets back. 

Furthermore, that particular case involves the most difficult kind 
of evidentiary issue, among other things, which has to do with th 
oe influence, if there is any, existing between Electric Bond 
and Share and its oe company, BASCOQO, and its former subsidi 
ar ies, and it is not t] 1e kind of thing th: at is subject to prec ise proof. 
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I think the correct ani: alogy to that is an antitrust case where you 

‘trving to show controlling influence and where it is well known. 

Senator Porrrer. It is my ‘understanding that the Commission ap 

proved an exemption in 1954. 

~ Mr. Garretr. No. It approved a plan looking to the accomp lish 

ment of the integration and simplification of standards of the act 
we refer to as section 11 requirements. 

Senator Porrer. When did they first contact the Commission wit 

r plan that the Commission approved in 1953 ? 

Mir. Garrerr. There has been a series of plans going over a period 
Or a eood many years. I would have to get out the date s. That was 
the last of a multistep procedure. 

Senator Porrer. The point is that the argument has been mace t - 
the com panie s can achieve the same effect by asking for an exemptio1 
from the Commission. I was wondering if the type of re 

hap ypened i in the Klectric Bond and Share, which has stood 1 
for a considerable amount of time, if that is an unusual ease, on 

| 


t 


ether 
Mr. Garretr. Bond and Share was the largest truly operating hold- 

e& company system in 1955. The United Corp. was nominally larger 
but never had organized its properties in the sense that Bond and 
Share had done. It had properties all over the country. [I think 

ny system with the Bond and Share history might not expect a per- 
functory exe mption even at the end of a good many years of proceed: 
= before the Commission. It was an enormous tangle and an enor- 
ous project under the act, one of the really major section 11 jobs that 
he Commission had to achieve under the act. And it is left with a 
service company which is one of the principal utility service com- 
panies in the business. It also does other things than servie utility 
ompanies. It is left with slightly less than 5-percent stock holding 
na gas utility company, U nited Gas. It has a director on the board 
of that @as « company. 

It has some joint enterprises with that gas company. It has very 
extensive relations through its service company with its former utility 
ibsidiaries, which is our principal subject of worry in terms of c¢ 

eting evidence. 

We cannot, being true to the duty of the statute, recommend that 
the Commission exempt this company knowing that it still has such an 
influence over its former subsidiaries as to create an absence of arm’s 
length bargaining in its dealings with them because the misuse of the 
service company operation was one of the major evils which led to the 
lop ition of the 1935 act. 

L = not mean to imply that there is such a controlling influence 
[ mean that there is enough objective indication that there might be 
to macs that the staff of the Commission, in the performance of 
duties, thoroughly investigate the question. And that is what we 
ire in the process of doing. 

If the company could have afforded to keep all of its executives in 
own for straight hearings until we had accomplished our cross-ex- 
amination—and I might say also if it had had more information 
ivailable at the time that they came down, because we have had to 
require a fair amount of additional information, the present phase 
of the hearings would have been ended long since. Certainly before 
Christmas. 


¢ 
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Vir. Armsrrone. If I may. Senator Potter, for the record I wo 
to state that these answers to you on the subject of Electric Be 
nd Share are given by Mr. Garrett, the chief of the division, and 
embe ot the Com) O will have the case coming bet 


I am not position to discuss It. I answered procediu 


O} is to timing’ and so o which ue quite different from 
ve que Tie 
I think if the committee would permit, it might be well to devel 
tle calendat ad SUD titas “1 eXii1lDI10 in the record at this po 
»PTive vou the caates oO} whic] these hearings were cheduled and 
journme! nd ca of the adjournments 
Senator Porrer. | d e that 
Senator Pasrore. Rather than put it 1 the record, you are the ¢ 
) is personally interested in that. I think you ought to subm 
Senator Potter. Then if he decides it ought to go in the record 
put it in the re l. 

Mr. Armsrronc. I think in view of the testimony Mr. Garrett ga 
a little vawue, it might be helpful. . 
Senator Porrrer. A ong as the questions were asked on the rec 

olt be helpt il to have it in the record. 
seenat Pas ] Vel el] 

a page 4U5.,) 
Senaton Bricker. Oni question. You testified a moment ago t] 
was a stribut nae ce ny can hold a transmission line and can ov 
nd operate a pre tion company without being subject to the Hold 
oO Company Act. Likewise, several d stributing companies ( 
itural was can combine to li ld a trans ssion line to own a tral 
ssion line; and likewise to own a production facility or faciliti 


thout being subject to the Holding Company Act. 


Mir. G RRETT. ©& e | ( ; miea TO Lye able to completely recon 


Senator Bricker. That ismy problem. I can’t, either. One o 

be treated as the « er. bot put nder o1 both taken out. 

Mr. Garrett. By « 2 a facility, you must keep in mind tl 

e Holding Company Act comes into play where there is a separ 

rporation. An elect distributing company can own a generator, 
virtually all of them do, without becoming a holding company. 
only becomes a holding company where it seeks to incorporate 
rel TO} ely. Ordinarily they don’t 


t 
1 


si itor Bricker. Are there instances where that has been done? 
Mr. Garretr. Yes. Us ally because of local incorporation laws: 
I t is, State laws that require that a utilitv be incorporated with 
] tate (ne exan ple would be Commot1 wealth Edison Company 
- if O, wl h has a generating subsidiary just over the borde 


n Indiana. It has required that Commonwealth come in and get al 
exe] pti which it has under section 3 (a) (1). 
Senator Bricker. If it were in the same State, it wouldn't. 
Mr. Garret r. It wouldn't have to inco1 porate separately. Its facili 
es In its atomi energy program are to be owned by the Commo! 


vealth Fdisor 
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AMEND 


O Senatvol rr KER, AO ( that Is hol Hnder the Hloldi a Company 
5 Ket? 

1] \iv. GaARRETY. Comonwealth [dison’s atomic power project raises 
I 9 problems under the Holding Company Act. Commonwealth could 
t ot own assets in Indiana. ‘That would violate the Indiana law. It 


t do it through an Indiana subsidiary. 


(to 


Senator Pasrorr. I want to thank you very, very much, Mr. Arn 
ind Mr. Garrett. | hope that vou will follow the proceed he 
that we w il] have the benefit of your experience. 


() ere so tl 


\fr. Armsrrone. Thank you. I assume that my name has now 


ele trong 


i 1 

wed from the top to the bottom of the witness list. 

Senator Pasrorr. Our next witness is Dr. Robert S. Holmes, pr 

or, Cornell University. 

Professor, how long do you think it would take vou to present youn 

lL wi le of this matter? 
Q STATEMENT OF ROBERT S. HOLMES, PROFESSOR, CORNELL 
UNIVERSITY 

Mr. Hotmes. In about 10 minutes I can state a résumé of what I 

ive written in a couple of memoranda, which I would like to submit 
to the committee for the record. 

Senator Pasrorr. Without objection, we will do that. We will sub 
rv mit the memoranda in its entirety. And you think you will take about 
id 1) minutes ¢ 
( Mr. HOLMES That Is correct, unless you Waht to ask me some ques 
Cit Mr. Chairman and gentlemen of the committee, my name is Robert 
S. Holmes. I live in Ithaca, N. Y.. where Iam a professor in the Grad 
uate School of Business and Public Administration of Cornell Uni 
versity. 

My appearing here is based on 1i\ belief that the amendments 
to the Holding Company Act contained in S. 2643 will not thwart 
the original purposes of the act indeed will actually forward those 
urposes—and are in the public interest. 

Before giving my reasons for this belief, 1 should like first to e 
you briefly an outline of my education and experience. 

I graduated from Swarthmore College in 1923, after which I spent 

0 i vear at the Harvard School of Business Administration and in the 
(irraduate School in Economics. 

it I attended the University of Pennsylvania for 1 vear, where I re 
ceived a master’s degree in 1927 in economics. 

Following this, J spent a years atl Princeton | hiversity, where | 
taught in the economies department, and where I received my doctol 

! of philosophy degree in 1932. 
ny I taught fora vear at Union College in Schenectady, N. Y.. in their 
el economics department, and then spent 2 years with the New York 
1 Public Service Commission doing research work and writing draft 
of opinions and rate in capitalization cases, 

Between 1934 and 1936 I taught in the economics department, Ob- 

li- erlin College, Oberlin, Ohio. From 1936 to 1940 I was employed as al 
inalyst in the Securities and Exchange Commission, in what is now 


the Corporate Finance Division. There I worked on registration 
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' e} minder the Security Act of 1933—confide tial cases und 
e Securities and Exchange Act of 1984—a) d I was also lent tot 
PNEC in connection with their investment banking study. 
Dun no this period I attended George Washington University hs 
School where 1 received an bachelor of laws degree in 1940, and al 
{ e Dist beat 
From 1940 to 1942 I was pring ipal economist to the Automiot 
sect of OPA. | returned to the SEC in Phila lelphia im 194 
here I worked in the Division of Public Utilities. 
Kron 1944 to 1951 1 was chief of the section which dealt v 
yr p of the Klectrie Bond and Share system. 


ned my position with the Commission and went to Cornel 


At Cornell I am teaching graduate courses in public utilities. 


ha advanced accounting. 
\I\ reba? = here \\ ll] be directed 
Senator Pasrorr. Before you begin your remarks, professor, d 
represent any mterest before this committes today t 
Mr. Hlonmes. No, sir. 
Senator Pasrore. Do vou come asa citizen / 


Mr. Hormes. 1 come as a citizen, sir, except IT should say that I 


isked tO present thils testimony by Montana Power TO. and Pa 
tic Northwest, through Mr. Rodgers, who is attorney for those com 


is j 


panies 
. Senator Pasrore. Is thatona compensation basis / 

Mr. Hotmes. Yes, sir. 

Senator Pasrore. Tam merely completing the record. 

Mr. Hfouaes. [want to make that perfectly clear. My remarks will 
be directed primarily at section 5 of this bill, rather than the nuclear 
engimeerlng aspect ot it. 

Phiis pro} osed amend nt to the Holding ( OMipal \ Act is mino} 
nd technical in nature, and would in effect maintain the status quo. 
Che act was passed in order to break up the joint holding company 
systems which had grown up during the 1920s and early in 1930, 
were Interconnected and integrated. ‘| he principal pro 
visions of the act were embodied in section 11. Thus, the philosophy 
of the act was that it was to be self liquidating: that the vast majority 
OT tlie electri wna Gas cOonpanses would eventually he removed from 
holding company control; and also be removed from SEC jurisdiction 


under the act 


It contemplated the breakup of all holding company systems except 


Chis objective of the act has been largely accomplished and at the 


presel { time there are relatively only ‘l few electric utilities still sub- 
ject to the act. 

For example, Washington Water Power Co., Pacitic Power & Light 
Co., Montana Power Co., and Portland General Electric, all formerly 
subsidiaries of registered holding companies and subject to the act, 
are now all free of such jurisdiction, just as it was contemplated that 
they would be. They are subject to State regulation and to Federal 
Power Commisison regulation, but their capital structures and their 
wquisitions and dispositions of properties are no longer any concern 
to the SEC—with the exception, of course, that they are subject to 
the SEC under the Securities Act of 1933 and 1934. 
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[f this bill is not passed, and if these companies follow their present 
ropos ed progr: am of setting up Pacific Northwest Power Co.. they 
ll come back under the act as holding companies. ‘This would be a 
ep backward and would Hy in the face ot the purposes of the set 
t was originally passed, | repeat, therefore, that this bill has the 
t of maintaining the status quo. The bill will not in any way 


isculate the act. In this connection, let us note the abuses at whicl 
euct was anmed. These abuses may very briefly he summarized as 
llows: 

(1) The pyramiding of a top holding company over numerous sub- 
ding companies, Which in turn would usually hold LOO percent of 


e common stocks of operating utility companies. 
Senator Bricker. This situation is the reverse of that / 


Mr. Hommes. This is the reverse of that; Ves, Sir. a — 
levice, the top holding company would control all of tl operat! 
ompanies. The act was aimed at idee ceeamis oda amin 
iting compan ves and not ina class with the “pure” mavbe I should 


iy “impure” —holding companies at which the act was aimed. 
(2?) Another abuse at which the act was originally aimed was the 


‘leverage’ which resulted from pyramiding. This bill will not per 

t the sort of leverage at which the act was aimed. The outstanding 
ecurities of the sponsoring companies of Pacific Northwest Powe 
Co. will be affected only to a minuscule degree by the passage of t 
bill. Inother words, by their exemption from the act. 


(3) The act aimed at the write-up of assets and stock watering. 
(onder Federal Power Commission and State regulation these abuses 

I] not recur if this bill is passed. 

(4) The act was designed t oO preve ht — scatteration so 

it one holding company, for ex: imple, 1 1 New York City, could 
ontrol the operations of utility ama from the east to the west 
Coasts, 

Senator Bricker. And you have the reverse of that situation / 

Mr. Houmes. One of the points in this bill, one of the limitations 
in the bill, is that the generating company, such as Northwest Power 
(‘o., must sell all of its power to the sponsoring companies, So there 
fore this couldn't possib hy hap pen under this bill. 

[ have submitted two memoranda which spell out in detail my argu 
ments in favor of this bill, and also, as | already said, I woul | like to 
have those put in the record, and also as an answer point by point to 
the statements made in the SEC memorandum. In other words, one 
ot mV memore inda quotes a pare lerap on from the SEC memorandum, 
and then at least attenipts to answer it. 

I should particularly like to emphasize the fallacy of using propor 
tional consolidated ratios which the SEC memorandum emphasizes. 
In my opinion, the use of these ratios is misleading in that they are 
hn nowise comparable to the consolidated ratios derived in the typical 
holding company setup at which the act w: as originally aimed. Yet it 
would appear that the SEC bases its objection to this bill primaril 
on the use of these proportional consolidated ratios. 

The proposed amendment to the act will permit the sponsoring com 
panies and other companies similarly situated to go forward with the 
development of waterpower projects and steam-generating stations 
which might not otherwise be undertaken. It is idle to deny that 
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brineine such operating utilities back under the act will not thwa 
the development of these projects. HIad the Congress realized ( 
foreseen the kinds of situations which are involved here, I think thi 
might have been a modification of the act as 1t was originally passer 
because it was never intel ded that these operating COMMpaMles Sou 
continue under the jurisdiction of the SEC 

Who ean poss bly be hurt by the passage of this bill—and I partic 


larly refer to section 54 The secu ty holders of the sponsoring con 
panie will not be advei ely iffected. Under the proposed progral 
i} volving Pacific Northwest Power Co., the security holders of thi 
ponsoring Comipanles could not be hurt and it is here that the mis 
leading ispects of the use of the proportional ren pence irae 
appear. Fon example, under that program only 5 or 4 percent of t] 


Washington Water Power's pro forma earnings available for it 
secul It \ _— rs W ould be re P rese nted by earnings from P ac ifie North 
wesi P ower O. lh othel words. most of the earnings of Washingto) 
Water Power and the other operating sponsors here, are derived from 
their sale of electricity to their customers. And the fact that they will 
own equity in this Pacific Northwest Power Company, as far as then 
SPCULITY holders are concerned, ish t cone to hurt them. 

Senator Bricker. It might indirectly if it were a noneconomic 
operation. 

Mr. Hoimes. That is correct, but only to a minor degree. But they 
couldn't lose more than} or4 percent of their 


Senator Bricker. But there might be an element of loss if it were 
taken out of the control of ns stockhol lers 1 some Way. 
Mr. Houses. That is right, toa minor degree. 


Senator Pasrore. But the raters thing is that they would be 
hurt beeause of bad V11¢ loment exercised but not because of an attempt 
to build up an econ omic empire. 

Myr. Houtmes. That is correct. 

Senator Bricker. They would be hurt because it is an uneconomic 
operation. 

Senator Pasrore. That is true. 

Mr. Houmes. ‘This is in contrast to the traditional holding company 
setup where the security hol _ of the holding company—the senior 
ind junior security holders—are 100 percent dependent on the common 
stock hol 1} ngs of thei ir subsidis arie Ss. That is ane ntire ly different pic- 
ture. Thatis what the act was aimed at 

As to Pacific Northwest Power fis security holders, they will be 
amply “cient by State and Federal Power C ommission regul: ation 

d by the prov sions of the Securities Act of 19335 and the Securities 
and Exchange Act of 1934. This is what was imine by the 
act as 1t was o rie) inally passed, this philos Sop hy will be iinplemen ited 
by the passage of this bill, and this is siadedin which is now afforded 

L vi ai say, 98.4 percent of the American economy. 

‘ae to consumers, it is obvious that the development of these projects 
will bring about the development of our resources and result in lower- 
cost te 

nator BRICKER. ance is ultimately, but not immediately. 

Mr. formes. Not until the project is completed and they are actu- 
ally ovener: iting low-cost powe r by this ] hydro project. 

Senator Bricker. In the interim, the regulatory bodies do not take 
into account the investment cost in its entirety, nor do they take into 
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sideration the excess production costs in their entirety. They merge 
at into the local production facility without giving credit to the 
overage of cost in a noneconomic production. At least that is what 
ve contemplated, Mr. Chairman, in the enactment of the atomi 
erav bill. 
Mir. Houmes. Of course this isn’t an atomic energy project that I 
talking about. IT am talking about Pacitic Northwest Power. 
Senator Bricker. | know. 
Mir. LfoLMEs. The companies concerned do not wish to be broug it 
under the act because the standards which the SEC Inipose 
der the act are not and never were supposed to be applicable 
el). Mavbe that is a little too strong. It was supposed to be 
ppl cable to them during that interim period when they were subsid 
r es of registered holding companies, I probably made that state 
enta little too strong, 
senator PASTORE, | have a question to ask you there, Professor. 
Is there an element here of private power versus public power 4 
Mir. Hlonmes. T expect that public power people will strongly o 
pose this bill. 
senator PASTORE. Why ¢ 
Mir. Hormes. I don’t exactly know what their reasons are except 
possibly they feel that it will be taking away an opportunity for 
{hemi to develop that power. | have reac ohne memoranaum by sOme- 
body m public power, I can’t think of his name, and after reading 
il memorandum, I was more convineed than ever that this bill 


} 


| ) 


ought to go through. 

Senator Pasrore. Even at best couldn't these companies Lo befor 
ie SEC and get this authorized? You would still have the existence 

of the project. It is a question of how you get it. 


Mir. Hotmes. If the companies were willing to register as holding 
companies and then go before the SEC, and after that have every 


security issue which they put out, including the structure which 
\ be in this generating company, Northwest Power Co.. all sub- 
ject to the standards of the act. if thev are willing to go through with 
that, of course they could gO ahead with that. The question Is, will 
they do it? In ni opinion it might very well discourage this sort 

project to force these companies to come back under the act. when 
they have gotten out from under it. Thev don’t want to come back 


under the act. Asa matter of fact, of course this exact same project 


could be accomplished without coming under the act. if Pacifie 
Northwest Power Co. financed just as they proposed to finance it, if 


the common stock of the company were sold, instead of to the spon 
lift John Jones should form 





SOringe companies, toa nonafliliated we 
the corporation and then they would enter into lone-term contracts 
with the sponsoring companies, none of them would come back under 
ie act. None of them would be under the act. 

In other words, you could accomplish this thing theoreti ally With 
out these companies coming under the act. 

[ therefore submit that the passage of this bill will forward the 
original purposes of the act and will serve the public interest. In 
conclusion, I should like to note that if any abuses develop which | 
Cannot now foresee, further amendment to the act is always poss | le. 

Senator Bricker. That is if the expansion becomes profitable, COM 


1 
t} 


petitive and so forth and so on. 
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Mr. Housaes. And if any of the abuses at which the act was orig 
lly aimed or if any new abuses come into being, which I don’t for 


see, but if they did come into it, the Congress can still pass amend 
nents to thie st itute. 

Senator Pasrore. How much would the provisions of section 5 b 
affected if an amendment were made thereto to the effect that th 
e\ ly formed corporation should be a nonprofit one ¢ 

Mr. Houmes. That vouldn’t make any ditference as far as the 
CO) ne back under the act wo ld be ¢ oncerned. In othe words, the 


would st Il] come back under the act. 


Senator Pasrore. You suggested that section 5 was a good provi 
sion. How much would you change your opinion of that provision 
f we amended it to read it shall be on a nonprofit basis? 

Mr. Houmes. I shouldn't think it would make too much difference t 


the c« Near 
it POnsorime 


compan Cs because 

Senator Pasrore. After ill, they are golng to buy all this current 
back, or portions of it. 

Mr. Houmes. That’s right. In other words, if they didn’t make 
any return on their equity investment in this corporation—L hadn't 
hought of this point before—the Pacific Northwest Power Co.. then 
they could charge lower rates to themselves. 

Senator Pasrore. I am interested in the consumer, and charging 
lower rates to the consumer as well. Isn't that so? 

Mr. Hours. Yes. Under those circumstances they wouldn't be 
getting any return on approximately what they propose as a $20 

HO} nvestment. 

Senator Pasrore. You Say that the return that any operating com 
pany makes is in the selling of the power to the consumer. It makes a 
ot of ditference on how the \ take the power back. If they invest in the 
community enterprise and take back according to their interest in 
the new!) formed cor poration, at cost, SO as to bias it cheaper and sel] 

cheaper, would that operate to the advantage of the consumer 4 

Mr. Houmes. It would operate to the advantage of the consumer but 
on the other hand it doesn’t seem quite reasonable to me that. these 
private compames shouldn't earn a return on whatever investment 
They make mt ie subsidiary company. 

In other words, it wouldn't hea part of their rate base, I suppose. 

Senator Bricker. That is the question I asked a moment ago. The 
ut] Ority to not include it in the rate base to the extent of the overage 
of cost. In other words, the regulatory authorities could consider this 
is competitive with the normal production of enerey in consideration 
f the rate to the consumer. ' 

Mr. Houmes. Of course the State regulatory commission, as a mat- 
ter of fact the Federal Power Commission, will have jurisdiction over 
he rates which are charged by Pacific Northwest Power Co. to the 
ponsorimg companies and to the Government. And they would prob- 
tbly permit them a return on that investment. That is their usual 
pro ec ire i} i rate proceeding both In the state commissions and in 
the Federal Power Commission. 

Senator Bricker. 


If they do that immediately . then your consumer 
s in difficulty. 
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Mir. Honwes. Oh, well, they wouldn't do it mmediately In that the 
eg companies wouldn't be getting any electricity from Pa 
west Power Co. immediately. 
senator BRICKER. If you havea noncompetitive 9-cent per kilowatt 
_ and convert it into a 3-cent kilowatt cost, you will bring the 
erage cost of the consumer up if you base it on the return upe 
nent or upon scant oaths mn cost of the facility produc oF I 


Vir. Hornwes. IT would think that the development of this hvdro 
on the Snake River, which they proposed, the Pacific Nort 
t Power Co.. would bring about low-cost power. 
Senator Bricker. [ am thinking of atomic energy development. 
Phat is what this bill is directed to. 
Viv. Houses. That is what confused me 
Senntor Bricker. That is what this bill is directed to inmediately. 
Mir. Hormes. I was talking about section 5. 
Senator Pasrorr. Professor, this is the question I asked: Operat 
companies A, B,C, D, and FE buy into this corporation for the 
veneration of power. The plant itse Hf is ina different State. If you 


ive gGoIng to predic ate this upon earnings and a return on the invest 
ent, who is FvoIng to supe rvise the rate of return on the Investine? t ¢ 
Mr. HWoumes. The regulatory commissions. The rate regulations. 
Senator Pasrore. It is in a different State. 
Mv. Honares. The Federal Power Commission will have reeulation 
over the rates of this company because it will go in interstate commerce, 
dthe Federal Power Act 
Senator Pasrorre. I want that on the record. The rate of ear 
vill be supervised by the Federal Power Commission. 


. Hommes. Supervised by the Federal Power Commission And 
| thi : it will also be subject to State regulation, at least since the 
powell will po tothe ponsoring companies and since the rates of the 
Sponsoring com panies are subject to the State regu: ation. 

Senator Pastore. If they are in the same State. But if they are 


i ditlerent State, of course. they wouldn't have any right to reguiate 
them. 

Mr. Hommes. Yes,sir 

Senator Pasrore. It would then have to be done by the Federal 
Power Commission. 

Mr. Houmes. Insofar as the rates charged by the Pacitic Northwest 
Power Co. are concerned, that is correct. 

enator Bricker. You are talking about State. Lam interested 
the overal] problem, 

Mr. Hotmes. That, to me, would be a typical case. 

Senator Bricker. Particularly as it applies to the development of 
eleetr icity by atomic e nergy. 

Senator Pasrore. For what purpose do you rise / 

Mr. Ropcrers. I am of counsel for the Pacific Northwest Power Co. 
We propose to produce managerial witnesses who will cover the manner 
In which Pacific Northwest Power Co. is proposed to be oreanized, 
ind it will be more able to respond to the line of questions that vou are 
now following. 
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(The memorandums submitted for the record by Dr. Robert 8. 
Holmes are as follows:) 
MEMORANDUM 


SUBJECT: H. R. 6294 ann S. 2643 


INTRODUCTION 
The purpose of this memorandum is to discuss proposed amendments to the 
Holding Company Act of 19385, and particularly to Comment on the objections 


¢ 


Which have been raised to these amendments by the Securities and Exchange 
Commission.’ 

Phe Holding Company Act of 1935 (the “Act’’) was passed in order to meet 
ertain specific abuses which had arisen during the twenties and early thirties 
These abuses were enumerated in a report of the Securities and Exchange Com 
mission (“SEC”), which may be summarized as follows: 

(1) The unrestrained misuse of the Holding Company device which permitted 
inscrupulous promoters and speculators to manipulate this corporate mechanism 
so as “to concentrate control of vast utility empires in a few hands, to deceive 
and defraud investors, to make possible the charging of exorbitant rates to con 

imers, and to thwart and hamper State utility regulations.” 

(2) Pyramiding and use of excessive leverage 

(3) Writeup of holding company system assets with accompanying stock 

itering 

(4) Geographic sceatteration and the control of unrelated businesses 

‘The t contemplated the correction of these abuses, the elimination of hold 

companies Which did not constitute single integrated systems, and the free- 
ng of utility Companies from holding company control unless they were part of 
such a system In essence, the act Was an antitrust statute which was designed 
0 be self-liquidating, i. e., Would eventually remove SEC jurisdiction under the 


act To most of the electric and 





gas utility industries (although not from its 
risdiction under tl Securities Act of 1933 and the Securities and Exchange 


Act of 1934.) 
At the time of the passage of the act, nuclear energy was unknown, and neither 


the definition of an “electric utility” nor of “holding company” contemplated 
the kind of situations which are proposed to be met under the proposed amend- 
ents (hereinafter referred to as the “bill”) It is submitted that the broad 
oses of the act will not be thwarted by this bill, and, further, that the passage 

the bill will be in the public interest. 
During the period after the passage of the act when the requirements of see 


| 
tions 11 (b) (1) and 11 (b) (2) were in the process Of entorcement, it Wis 
logical and proper that the SEC should have jurisdiction over the issuance of 


se ties by holding companies and their subsidiaries, as well as other transac 
ous enumerated in the act The act clearly contemplated that this jurisdiction 
ould be for a limited period only, and that unless a utility Came out from unde} 
olding company control, sole jurisdiction would be in the hands of State com- 
ssions and/or the Federal Power Commission Such exemptions from most 


he provisions of the aet (including the issuance of securities) were manda 


ry and not permissive under 


. 


hese circumstances Further, even though a 
company Was a subsidiary of a holding company, and hence subject to the act, 
tion 6 ») provided that 
The Commission vy rules and regulations or order, subject to 

terms and conditions as it deems appropriate in the public interest or for 


e protection of investors or consumers, shall exempt from the provisions of 


subsection (2a) the issue or sale of any security by any subsidiary company of 

: registered holding company, if the issue and sale of such security are solely 

for the purpose of financing the business of such subsidiary company and have 

been expressly authorized by the State commission of the State in which such 

subsidiary company is organized and doing business, or if the issue and sale of 
] 


uch security are solely for the purpose of financing the business of such sub- 
diary Company When such subsidiary company is not a holding company, a 


Comments of the S« ties and Exchange Commission on H. R. 6294 and S. 2643, dated 
lebr ry 7, 1956 

Report for the SEC subcommi 
Commerce on Public Utility H 


Commission, October 15, 1951 


of the House Committee on Interstate and Foreign 
- Company Act of 1935, by the Securities and Exchange 
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a public utility company, or an investment company 
means anything, it means that the SEC would have on 
1 under the act 
suance of securities, even tho 


if a State commission had jurisdiction 
ugh the company were a holding comp 


and otherwise subject to the act It also means that a nonuti 
diary of a registered holding company would have a similar exemption, 


there were no State commission jurisdiction. 
fhe proposed amendments to the act are of a minor and technical nature 


rt 
vd 


investment company, or a fiscal or financing age 


lv a lim 
over the 
any sub 
lity sub 


even 


definition of an electric utility so as to exclud 





The bill would (@) amend the 
mi such definition any company whose “only connection with the generatio 
imsmission, or distribution of electric energy is the ownership in whole or i 
rt. directly or indirect f facilities for the production of heat from special 
wlear material, which heat is used in the generation of electric energy” and 
hH) amend the detinition of a holding company to exclude from such defin 
ya company not otherwise a holding company which controls comp: 
aced rte in the eneration and transmission of electric energy, prov 
i) such Company does not own or operate any facilities used for the dist 
n of electric energy for sale and the facilities which it Owns or operates 
ted to facilities used for generation of electric energy for sale and faci 
d for transmission in connection with such generation of electric energy 
) if the outstanding voting securities of such company are owned by t 
re electrie uti or holding companies, Which themselves own or operate 
ough subsidiary companies thereof, utility assets which are located witl 
ea Wwitl which the energy produced by such ce can economica 
d feasibly be transmitted and sold and are physi terconnected wit 
e facilities of such company Ceither by direct physic: connection. th 
h or entire! t! h the facilities of one or more of such electric I 
nies or the integrated public-utility system o1 tems of one or more of 
olding mpanies, or through the f ilities of t] U ed State i St 
politic division or instrumentality thereof): (iii) all of the elect 
generated and sold by such company is sold to or r more of the elect 
ompani oO bsidiary companies of the holding companie Ww 
the voting se rities of such Company, or to the United States, a State, o1 
( ubdivi oO strumentality thereof 1 (iv) the issuance of s¢ 
sb hh ¢ ! ind by each of such electri tility or holding cor 
ject t sdiction of a State commissi or al agenc\ l l 
f e Ur ed S eS 
ERAL OBJ! ) Oo Sri 





=| 
tt 


ron 


nplies incorrectly that the act 
Neither the purpose nor the effect of the Public 


) The SEC memorandum next states: “The bill states the policy of 
that of ‘e! 


electric ene 


couraging the development of an ever-increasing suppl 


rgy’ 


and avoiding ‘unnecessary duplication of Federal reg 


vy of | 


ulat 


i respect to the investment in facilities for the production of electric ener: 


ali SOUTCE 


s of 


powe 


Sta 


1935 is the impeding of the « 


nd growil 


} 
i~_ 


1p] 1\ 
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eet the 


ting this policy in a bill proposing ame 
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levelopment of low-cost electric ens 


} oa 
»>needs Of Consume Rather the a 


nay? 


in its present form is inconsistent with the po 


Utility Holding Company Act 
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nel such development so as to prevent concomitant evils and abuses which 


( ss found to exist in the organization, control, and financing of public 
holding companies and their subsidiary companies It is corrective but 
ive or mere repressive Its standards are ftlexible, and it has beer 
flexibly administered to permit and encourage healthy growth of the utility 
serve our eXpunding economy The Commission believes the act 

t had the ae ed result 
Again, this “argument is so general in nature as to have no substantive 
hheanes (irranted that one of the purposes of the act was to encourage de 
Veltopmment of low-cost energy, its technic provision nay or may not have this 
‘ inicle e changed circumstances which low exist and which were not 
CCl rie ne oO hey ive of the act Whether or not the standards 


e SEC in the administration of the act are or would remain “tlexible’ ‘is a 


g nt which perhaps could best be passed upon by some other agency than 
Shu tselt | s submitted that the abuses at which the act was aimed 
hot recut se s technical and minor amendent to the act is passed 
>) The SkC memorandum next states: “The act does not result in unneces 

Voeau tion of Feder: regulation No) bedera agency other than the 

. uritic 1 Iexchunge Cormunis I s charged with respon bility for ad 
stering the policies of the Congress established by the act In financial 
ters the Federal Power Act vields by its terms to the Public Util L\ Hlolding 

Company Act in causes « overlapping jurisdictis lurthermore, with respect 


the Federal Power 
Commission, does not impose the same standards required of Companies subject 
the Public Utility Holding Company Act, administered by the Securities and 


bexchange Commission 


financial matters, the Federal Power Act, administered by 








The Federal Power Act) provides, among other things, that hydroelectric 
projects on navigable streams cannot be undertaken without a license from the 
KPC Most electric utilities are subject to the jurisdiction of the FPC with 
respect to their accounting systems Phe rates of electric utilities are subject 
to both FPC regulation interstate) and State regulation (intrastate.) The 
ssuance of securities by these companies are likewise subject to the regulation 
of either State Commissions or the FRC, or bot! Phe Atomic Energy Com 
mission has broad supervisory powers in connection with any Company which 
u 


tilizes nuclear energy. If companies not now subject to the act are to be 
; t, or brought back, under SEC jurisdiction because of nonpassage of this 





oe neans that such Companies may be dissuaded from undertaking which 
would otherwise be attempted because of multiple jurisdictions of SEC, FPC 


ABC, and State Commissions The fact that the FPC and the State Commissions 
do not Impose “the same standards” as does the SEC is no argument in favor 
of imposition of SIC standards under the circumstances contemplated by the 
passage of this bill. In this connection, companies now exempt from the act, 


e., Which are not subsidiaries of registered holding companies, could achieve 
ontinued exemption from the act without the passage of this bill. For example, 
they could build generating and transmission facilities and have point ownership 
of these facilities without the formation of a separate Company. The construe 
ton of such facilities could be financed by the issuance of debentures by the 
joint sponsors without violating the indenture provisions of the mortgage bonds 
or the sponsoring companies 
{) The SEC memorandum next states: “The Publie Utilitv Holding Com- 
pany Act was enacted primarily to cause the breaking up of combinations 
of companies in the utility industry which Congress had found created serious 
regulatory problems for local ratemaking bodies, which had confusing and 
ineconomical capital structures resulting in deceptive and = overspeculative 
asses of securities in the hands of the public, and which generally were 
detrimental to the public interest. The effect of the act, as administered by 
the Securities and Exchange Commission, has been to cause a drastic reorgani 
zation and integration of the utility industry of this Nation, which have con 
tributed to its financial soundness, thus permitting growth and expansion. 
“Under this process from 1935 through 1955 some 867 holding companies and 
subsidiaries with assets aggregating over $13,500 million (valued at the time 
of divestment or exemption) have gone out from under the act. They have 





There are a number of instances where this route has been followed At a time when 
the Pennsylvania Power & Light Co. and Scranton Electric Co. were separate and non 
affiliated companies, they had joint ownership of a plant having a capacity of 50,000 
kilowatts 
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one this by complying with the integration and corporate simplification stand 
‘ rds of the act in such a manner that they have ceased to be holding companic 





ut ubsidiaries or have qualified for exemption by order of the Commission 
‘I Several Companies With assets aggregating over $1,386,175,000 are now in the 
Ly inal stages of plans which look toward exemption in the near future. There 
Cl emain, however, IS holding company systems which are presently expected to 
miain subject to the act indefinitely These have total assets of S7.713.392.000 
a on the basis of latest available data as of varying interim dates in 1955) 
| There is no disagreement with respect to this statement It has nothing to 
: o With the desirability of the pas of this bill Phe statement does, how 
ever, point up the original policy of the act, which was to free most Companic 


is from holding company control and to take them out from jurisdiction of SK 
si der the net 


Ml (>) The SEC memorandum next states: “The standards which the Securities 
| nd Exchange Commission imposes under the act with respect to utility organi 
tion and capitalization are vital to utility investors, Consumers, and the public 

vecordance with the policy of Congress as expressed in the act Speaking 

enerally these standards involve the following: (1) Sufficient Common stoc] 

ipital and surplus to protect the debt securitie Oaus to reduce the danger 

I f default and loss to holders of utilitv bonds, and to promote stability of equity 
: ecurities by eliminating undue leverage, (2) prevention of interlocking relation 
hips among companies and Company managements which create conflicts of 


erest and concentration of control to a harmful degree, (3) physical integra 
on so that existing holding Company systems rest upon a sound functional 
nd geographic basis, (4) the avoidance of participation by utilities in other 


ndustrial activities or viee versa to a degree which causes divided interest of 


inagement and volatile market performance by the company’s securitie 7) 
e simplification of capital structures, (6) the adequacy of protective provision 
th regard to bonds and preferred stocks ecurities which are senior as to 
iim on the company’s earnings and assets but junior as to control These 


indards, and others which have been developed and applied by the Commission 

its ndministration of the act, are beneficial to the utility industry, to investor 
msumers, and the pub “ 
Again, this statement does not suggest that the act wa Uupposed to be se 

quidating. If the jurisdiction of the SEC under the act was so “vital to ut 

nvestors, Consumers, and the public * * *” why did it contemplate that sole 
risdiction over most of the eleetrie utility industry would finally be take 
iv from the SEC and returned to State and EPC jurisdiction ? 


{ 
lie generally 


6) The SEC memorandum next states: “The Securities and Exchange 
Commission has applied these standards with flexibility: and = reasonablens 
related to particular situation The integration standards have been 


erpreted as to permit generating projects jointly owned by registered holdit 
Nnpanies In some instances less common stock and surplus than other 
light be required has been permitted where projects are designed, princi, 
because of national defense requirements, to supply power to the United State 
Government on a long-term contract giving adequate protection to the holders 
of the debt. A recent decision of the Commission has permitted joint participa 
on in atomic reactor development on a regional basis (Yankee Atomic Ele 
ie Co., Holding Company Act Release No. 13048, No 25, 1955.) 

“Where its standards are met, the regulatory burden upon Companies su 
ect to the act is not severe Although occasion for extended hearings m: 


rise on difficult questions where there is a serious conflict of view ! t 
registered holding Company systems have successfully completed enor 
financing programs over the past few years without any hearings or regulato 
lelay Kiven exemptions from the act have been granted without hearing 


ompanies which have clearly met the standards. 

Accordingly, the Securities and Exchange Commission is unaware of ar 
need for this bill, either to further joint experimentation in atomic rennet 
or joint generating projects No atomic power project has been impeded by 
the act as it is presently in effect. The mily such project to date which has been 
ubmitted to the Commission for action has been granted the desired approval 
ind exemptions by reasonable application of the present statute and the estab 
lished standards and policies thereunder. Should some future project in thi 
field fail of Commission approval, it would be the result of counterva 
considerations based upon policies of the Congress expressed in the Public 
Utility Holding Company Act of 1935 of transcendent importance to the public 


nterest 
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fhe statement that Where ts standards are met, the regulatory burden 
ipon companies subject to the ac s not severe” simply ignores the facts \s 
eviously noted, the bill has two parts Che first part, which changes the 
cle ition of an electric utility Company, would have the effect of making manda 
tory an exemption fo1 company controlling a nuclear energy company. The 
nonpassage of this bill migl vell mea that no such exemption would be 
granted and that ce n companies, particularly industrial Companies, might 
get an exemptior nd would, therefore, not even attempt the construction 
of such nuclear energy facilities. The second part of the bill changing the defi: 
nof a holding company we permit companies not now subject to the act t 
( inue this exemptiol rovided there was a State and/or FPC jurisdictio 
e sponsors of ft } 1 Lee that the regula rv burden would be severe if 
( were made subj [ He ae ind the NSK¢ statement to the contrat 
cho t c yr'e his f It is rte orthy tha thre proceed nes before the 
SEC in the ¥ e Atolr electric Co. case involved the holding of a hearing 
ind took about a yea e from the filing of the application to the date of th 
( mis Ss final o 
I} e SEC is ! need for this bill” does not prove in any wa 
of tl lies fhe sponsoring companies stronely feel this need o1 
dad} ( f Z lhe nergy money required for the support 
Phe yx es e Col ess expressed in the Public Utility Holding Com 
\c | msidered of nscendent importance” that the 
Shae ris nae ( t be removed as pidly as possible, except under 
{ S ! f t affected by this hi 
i The Sk ‘ next states Phe only project now know to the 
{ - ‘ t { - eu 1 ke ad i .t { Lit eX¢ ption Propo ed by the 
re l sored powered ] ects (item 5 of the bill) is 
I N Po A 4 This is a comy nv which has been organized by) 
S g companie Pacific Northwest region 
Und i l ( t these fe rs would become holdin 
es require g ind y ting company would have 
‘ 1 re ered hol ompany Certain of the 
‘ pt nder eXisting provisions subject 
( ( ( ( . e Ce l ould find essary ake 
x ‘ ie public tere or the interest of investors 
() I s would |] rel 1 registered holding 
( hanges W e 1 hes equire ents would 
‘ ( Tiié |’ e Ne ( Powe project exce] to the 
¢ ( ul ing to under k COMpPilance 
While the « je wi the Co ion with regard to jointly 
d ( he Pac NO1 ‘ ( there are a number ot 
! ! red [t tru ! der the act as it is now 
( | fic N | . ild become holding Companies 
y the gene ) nv would have the status 
( r CO que on of whether ce 
‘ : ed to an exe would be a matter which 
e { decide Tl would make that exemption 
es ( ot now subject to the act, and this bill would 
‘ Xx | the spons hich already exists rhe 
! yr CO hile en I The equirement f registration as a holding 
Vi ] e et of the Pac c Northwest power project, 
s ft : ison that they favor the passage of this bill. 
‘ i St ] graph of the SKC me orandum stating general objections to 
( S ows: “The Commission believes that the corporate organization, 
nancing of a proje of this type create the possibility of evils 
h th designed guard. The Commission therefore believes 
1 f ch projects should submit to and comply with the act, in 
( lit exel e ] sions whet pplicable, and that the standards of the 
ict be applied t em and to the proposed subsidiary rather than their being 
y ed a exe from a provisions of the act. Requiring the 
sors ft omy h the Holding Company Act would result in the type of 
protec 1 whicl f s designed to provide with regard to capitalization 
i Ss, nonengageme! n her business, absence of interlocks, geographic in- 
egratio ind other 1 ers. Where management is unwilling to comply, the 
promote ither fl hinders growth and development. In the judgment 
of the Securities and Exchange Commission it would not be wise for the Con 
ress to el ra suc] rojects without the safeguards provided by the act.” 
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196 dd 
en While the SEC may believe that this bill creates the possibility of \ 
\s gainst Which the act was designed to guard, this belief is not supported by thi 
ie egislative history of the act. As noted previously, the act was designed to be 
a f-liquidating statute and it was designed to return sole jurisdiction to the FI’ 
ie nd State commissions. The SEC memorandum consistently ignores this } 
" lar part of the public policy which is implicit in the act The act was a ‘ 
{ utility holding company setups where the holding mpany controlled elt 
and gas operating utility Companies It was not aimed at electric ope 
ng companies which joined together to build an electric generating an 
( ssion company The bill provides specifically that no exemption from the : 
uld be granted unless all of the electric energy generated and sold by 1 
I nerating company is sold to one or more of the sponsoring Companie nr 
ted States, a State, or any political subdivision or instrumentality thet 
2 nd the issuance of securities by such company and by each of the sponso1 
gS ’ to the jurisdiction of a State Commission or any agency or instrumet! 
he United States (i. e., the Federal Power Commissior 
| reneral objections of the SEC to this bill have been discussed parag 


paragraph For the most part, the SEC “objections” constitute 1 


ttering generalities about the act and the history of the act 








self-serving declarations about how well the act has been administers 
SEC There is no difference of opinion between the SEC and the spor 
this legislation that the act was in the public intere ind has been adt 
effectivel) The sole difference of opinion lies it estion 
bill would thwart the purposes of the act as it was o nally passed I 
itted that the original purposes of the act would be need by the 
bill wl rants a continuing exemption to 
I ALI ANALYSI 
\ hye rde here to p paragi | ‘ 
ade by the SEC, sit for the t part tl 
irgument. The SkC criticizes the amene nt sect ; 
Which amends the definition of an electric my 
ian exeniption Oonlyvy to a winy tr therefore 
ny) which has facilities for tl niuet 
rial, which heat is used in the genet hn of « ! e Si ( 
he separation of the heat generatil ( ‘ 
ndoubte } ible bi e¢ | | \ 
V co lO} hl l l randum da 1 Kebr > rre¢ 
I] write t tl rine Like { 
eVE tl e |] lye ( 
, nit both wlear ] — 
rs that may i elect! { l 
1 Lnuciear ¢ trie genera ny I ms iA 
from the act under certain « ! ( eans ¢ 
hn unless such exemptio1 i | ( ! ! 
f these projects may not be undertaken unl h exemy] 
SEC points with pride to the ex¢ n grant \ kee A 
Co. and its sponsors, which took the interested ¢ 
i vear to mplisl There \ ‘ ( n 
‘ mn ire in the publ nterest, the | ld 1 | t 
Sa matter of right without h 
The so-called deta 1 anal of part IT of e | 1 pri 
iption from SEC regulation of security issu I es | 
ld be no necessity for the parent company to be incorporated in a & 
Which it operates, it need not be predominantly a pub itil I 
exemption would be automatic.” Since und the | of the 
ere y Zenel ited would have to be ld to one o I re electric co preitile ! 
atement appears to be inaccurate. Further, the issuance of securities ¢ 
enerating company and of its parent or parents would have to be subject to tl 
diction of a State commission or to the FPC The f r spons 
Pacific Northwest Power Co. are not now subject to SEC jurisdiction Tl 
o now true of a very large proportion of the other operating electric utiliti 
this country. The issuance of their securities and of renerating compan 
formed by them are or would be subject jurisdiction of State commissio 
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ndvor the Federal Power Commission \t the present time under the act the 
capitalization ratios of these companies are no concern of the SEC. Absent the 


passage of this bill and absent the formation of a generating company, it appears 
that the interests of investors and consumers are amply protected by State and 





PPC regulation. This bill merely continues an exemption which already exists 
for companies which organize a generating and transmission company. Sine 
the generating company will be a separate corporate entity, this will in no way 
endanger the investors in the sponsoring companies As to the generating com 
pany itself, the holders of the debt securities of this Company will be amply 
protected by the provisions of the Securities Act of 1933, the Securities and 
Exchange Act of 1954, and the regulation of the State Commissions and the Fed 
eral Power Commission If the debt securities are sold at private sale to insur 
anee companies or other institutional buyers, the States in which such institu 
tional buyers are located will have strict statutory regulations with respect to 
the indenture provisions of these securities. Further, institutional purchasers 
t ell provided with expert advice to insure that these securities are of high 
quality. Therefore, the use by the Commission of “proportional consolidation” 
ul set forth on page 15 of the SEC memorandum has very little, if any 

Sl cance 
he statement (again on p. 15) that if the bill should become law State regu 


tory bodies and the Federal Power Commission could not look at the capital 
structure of the sponsoring companies if the generating Company was issuing 
securities, and vice versa, could not look at the capital structure of the generat 
ing company if the sponsoring Companies were issuing securities, is not true. 


The Federal Powe Act specifically provides that the Federal Power Commis 
sion may consider all aspects of the situation and gives that Commission broad 
powers of investigation with respect to electric Companies under its jurisdiction. 

Finally, to bring these companies back under the act and to make them subject 


to the integration and other requirements of section 11 ¢b) (1) and 11 (b) (2) 
would seem to be so clearly violative of the original purposes of the act as to 
be beyond question. The SEC by setting forth the pro forma proportional con 

dated ratios by calling attention to the impact that the act would have under 
secion 11 ¢(b) (1) and 11 (b) (2) certainly indicates that it would oppose the 
formation of Pacitie Northwest Power Co It is believed that the formation of 
this company and the exemption of both the sponsoring companies and the gen- 


sO 


erating company from the provisions of the act is in the public interest. Because 
of the tax situation, some such proposal as this one is the only feasible route to 
follow It is indeed significant that the SEC in a previous memorandum did not 
oppose the passage of a bill substantially similar to this one. Why it has 


hanged its mind is a question that only the SEC can answer. 
CONCLUSION 


In 1935 when the Holding Company Act was passed, the holding companies 


bitterly contested the constitutionality of the statute. Most of the holding 
companies did not register until 1938 when the Supreme Court held the regis 

ation provisions of the act to be constitutional. Holding company manage 
ments did not want to give up their bureaucratic control over their subsidiaries. 
This was to be expected Bureaucrats never like to give up any part of the 


urisdiction which they possess and are always looking for even wider powers. 
Similarly, the SEC opposes giving up any jurisdiction which it now possesses 
d rationalizes its opposition to this bill on the grounds of public interest. The 
history and wording of the act clearly show that the Congress thought that 
the public interest would best be served by returning these companies to State 
nd Federal power jurisdiction and removing them from SEC jurisdiction under 
the act It is urged that this bill implements this original policy of the act. 


MEMORANDUM 


Supsect: H. R. 6294 ann 8. 2643 
Marcu 26, 1956. 


This memorandum has as its purpose supplementing two points contained in 
the writer’s previous memorandum dated February 27, 1956, namely (1) the 
tutement contained therein that “* * * the use by the Commission of ‘propor- 
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— er Power's gross income in 1954 available for servicing its securities 
ximately $10 million On the assumptions made by the SEC, $21 illion 
d represent the equity investment in PNW, of which Washington's share 
d be $5,250,000 The annual earnings on this investment at S percent 
d be $420,000 and dividends at 6 percent would be $311,000, or 4 and 3 pet 
respectively, of Washington’s total pro forma proportional consolidated 
nings of $10,420,000 (i. e., after including the earnings of PNW. allocable 
Washington). It is noteworthy that Washington's retained surplus increased 
ome $2,305,000 during 1954. The financial data of the other sponsoring 
inies in like manner show the very minor importance to their security 
rs of the prospective earnings from PNW Compare this picture with 
of General, Where the consolidated I it1OS (not proport onal COl solidated) 
vy indicate the weakness and instability of the securities issued by Get 
because these securities were 100 percent dependent on subsidiary comni 
nings, instead of the 4 to 6 percent dependency indicated by the foregoing 
ct ‘ 
ch \ to the amount of leverage which PNW's capital structure might add to 
he common stocks of the sponsoring companies, this again is mino1 Granted 
e] the sake of argument (although this point will be adverted to later) that 
nmon equity of PNW has high leverage, the earnings from this source 
stitute such a small proportion of the Common earnings of the sponsoring 
panies as to be of minor importance in the qualities of their common stocks 
exaliple, in the case of Washington, earnings available for Common stock 
1954 were $7,159,000 before a nonoperating and noneash charge for adjust- 
for Federal income taxes deferred, and $2,696,000 after such charge. The 
20,000 of earnings of PNW allocable to Washington would constitute only 
percent and 15 percent, respectively, of these earnings after addition thereto 
the $420,000 In this connection, the 5.5-percent ratio is more significant 
the 18 percent ratio from an analytical point of view because the charge 
“2,596,000 for adjustment of Federal income taxes deferred represents a 
rge in lieu of taxes, is a noneash item, and the reserve set up by these 
es is credited back to surplus and is a surplus reserve which will eventual 
: redited back to unrestricted earned surplus. It should again be emphasize 
t since PNW would be a separate corporate entity, no part of its interest 
ges are in any way a responsibility of the sponsoring companies, except 
~ the minor extent that they take precedence over PNW's common earnings 


cable to those companies, 

et us now turn to the significance of these proportional consolidated ratios 

the security holders of PNW It is doubtful if the SEC thought there vw 
enificance in these ratios to these security holders, sinee, as previously 

ed, they derive no protection from the capital structures of the sponsorit 


anies 

Here it is the corporate structure of PNW = itself that counts—namely, eithe: 
90 percent debt, 10 percent equity structure assumed by the SEC r the 
ercent—15 percent structure planned by the sponsoring companies 

( nted that such a capital structure is not conventional for the usual electri 


rating utility, there are a number of considerations which make the stand 


ipplicable to such utilities not relevant in the situations exempli 


In the first place, it should be noted that the proposed structure of PNW is 
dissimilar from many to be found in the natural gas transmission indust 
example, Tennessee Gas Transmission Co. had the following struct 


December 381, 1954 


448 
+0) S 
| 1 ( 
Annual report to stockholders, 1954 
Gross incomes in 1954 for the other spor ring compante wer follows MI 
, 


i STO.000 I ific 612.218.9000 Port I mneral, S7.152.000 
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Since capital surplus was created by sale of the preferred stock at a premiun 

y io percent of Pennessee’s Capital structure cor rises Common equity 

Second the output of PNW ke that of Tennessee, will be primarily fir 
ower with a hig! d factor and for which there will be a stable and depend 

je market The eustomers of the ordinary electric utility, serving residentia 
commerce : ne ndlustria Ne ( at hive his market stability. It should 
be noted, however, that eve the case of an ordinary electric utility, the market 
is relatively stable as compared with other types of industry 

It was not the operuting elect: tilities t which the Holding Company Act 
wis primarily aimed Prac illv none of these companies defaulted on their 
debt securities, and only a miniscule numbe went into arrears on their pre 


ferred stocks 


Thirdly, the bill provides that issuance of PNW's securities must be subject 


' 
to the jurisdiction of State andvor Fi urisdiction Institutional investors 
who purchase the debt securities of PNW are subject to various State laws which 
nsure the high qualit f their investments These prospective purchasers are 
well able to take care of themselves. The disclosure requirements of the Securi 
ties Act of 1935 and Securities Exchange Act of 1934 provide added protective 
provisions if there is a public sale, or if the securities are listed If these various 
factors constitute adequate protection f investors in most of the American 


economy, Why not here 
Next, none of the abuses which the Holding Company Act was designed to 


correct, and concerning which the capitalization “standards” set up by the SEC 
constituted a part of the corrective mechanism, are present or will be present in 


his situation 
There will be no unrestrained misuse of the holding company device and no 


pyramiding nor use of excessive leverage Pyvramiding will here be in reverse 
ince control will be divided among the sponsoring companies Leverage will 
be limited by the fact that return on the common equity will be under the control 


f State commissions and the FVPC through rate regulation (over which the 
SEC has no jurisdiction in any even Phere will be no write-up of assets or 
stock watering, and noe geographic scatteration or control of unrelated busi 
iesses 

Finally, it should be noted that this program could be accomplished in various 
Ways Without subjecting the spousoring Companies and PNW to the jurisdiction 
of the SEC under the a 


For example, in the se oof the Northwest sponsoring Companies a merger 
fall of them could be effectuated Che surviving corporation would then have 
he necessary capital to finance this project and would remain free from SEC 
regulation. A second alternative would be for a group of independent persons 


to organize PNW and to enter into long term contracts for the sale of its output 


to the Sponsoring Colipanies 


The SEC would have O Jurisdiction over such an arrangement A joint own 
ership arrangement could su be provided for without the formation of a sepa 
rate corporate entity for PNW, which would also avoid SEC regulation. If this 
project can be accomplished by various devices without involving SEC jurisdic 
tion, Why should not this t be passed which permits the same ultimate objec 
tives to be reached Which would likewise avoid such jurisdiction 7 

In conclusion, the ut ation of proportional consolidated ratios is misleading, 
and has been used by the SEC to bolster its arguinent for the nonpassage of this 
bi To talk about standards as applied in the context of the general consoli 
dated capitalization ratios as if they were in anyway comparable or applicable 
to proportional consolidated ratios in the PNW situation, is sheer nonsense. 

The Pacific Northwest needs these facilities. The SEC would interfere with 
their development by private Inpanies through the application of standards 
Which were developed in connection with situations not here existing. 

The SkC in the past stayed out of the public power—private power controversy. 
By opposing the passage of this b it is siding with public power advocates, 
arrogating to itself a guardianshi ver the public interest never contemplated 





by the act and which it does not n have with respect to most of the American 
economy, implying that State commissions and the FPC are ineffective in their 
regulatory activities, and presenting in support of its position a mass of material 
and statements (including proportional consolidated ratios) which have nothing 
to do with the merits of this b 


1See v. 1 of the writer's previc em nelur lated February 27, 1956. 
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Phe tax situation: In our previous memorandum, da 
ted that this proposed capital structure was the on 
tux consequences of having a structure consisting 


The following table shows (A) the proht and loss sta 


cture proposed by the sponsors and as estimated | 


reent debt and 15 percent Common equity, and (B 


pred 


ANY ACT, 1935 S3 


ted February 27, 1956, we 
ly feasible one because ¢ 


of relatively stualler deb 


tement of PNW under the 
Vv the sponsors e., Wi 


) the profit and loss state 


fia GO percent-40 percent structure is assumed, and with the furthe 
plion that S percent is still allowed on the equity investments 
\ 
| 20) 
I f 
1 
t 1 Tk sy) | A T 
$1 I | . reen ) t ; 
$127, 800,000 of debt equal t HO per tot 1 ) $v I } 
of sa2n YF I ere t of tota ipit tion of s2l 
» \ && 4) (MM) 1 r t of tot pit $2 I 
| 
i 1s A) > 
} ‘ Meo ( 
rhe income taxes as estimated by the sponsors in column A’ ($714,000) are 


ously not o38 percent of income (before income t 
e fact that the Bureau of Internal Revenue pern 
owh per books 

n column B the income taxes shown (State and 
cent of the additional income necessitated by the 
3 pereent of the increase of $9,481,000 plus $714,000 


axes) of $38,274,000, due t 
its certain deductions not 


Federal) are based on 53 
» changed capital structure 
) 


Che increase in the cost per kilowatt-hour of 48 percent for firm power fro 


366 mills to 4.937 mills is due entirely to the changed capital structure wh 


reases taxes by reason of the increased amount o 
an S-percent return 

These increases in cost are in part offset by the 
et overall increase in delivered cost per kilowatt-ho 
iS percent (a 1.6-mill increase from the 38.566 mi 


ercent capitial structure proposed.* 


+ 


they are not made subject to the Holding Company 


The writer has taken the engineering study of t 
¢ basis for this analysis. The increase in taxes 
)percent of Common equity, with an S-percent retuy 
nd with a 58-percent tax on such increased return.) 
If public power can finance a project of this sort 

free debt at that, why should private power not 
» percent capitalization ratio to accomplish the si 
These private companies are willing to undertake 


hat these resources be developed. It is idle to de 





f equity investment subject 


reduction in interest. The 
ur for firm energy amounts 
lis under the S85 percent-15 


he sponsoring companies as 


is based on the increas 
n allowed on such incre:nse 


with 100-percent debt, and 
be entit'ed to an S5 percent 
ime result? 

this project immediately if 


Act. Publie policy demands 


ny that nonpassage of this 


willl not delay progress in developing this project Look at Niagara Falls 
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\s previously noted the interests of investors will not be hurt by this progran 
Consumers will definitely be benefited because of lower costs. 
This, unlike such projects as TVA or Bonneville, is not multipurpose it 
ture. Presumably, therefore, it would not be undertaken by the Federal Goy 
erninent. The writer is unaware of any State agency which is likely to develo, 


these resources It is at least doubtful if they will be developed if they are 
ide subject to SEC jurisdiction under the act, with its narrow and unrealisti 
ndards, and thre nterminable delay occasioned by the imposition of these 
ndards 
Che private sponsor i their proposal of an SO percent-15 percent capital struc 
re are proposing a 4.17-percent return on the overall investment (3! percent to 
the debt and S percent to the equity). Since overall returns in the electrie indus 


Vv usually run about 6 percent, and returns on common equity are generally 


10 percent and upwards, this proposal certainly does not gouge the consumer. 


The alternative presented in columnn B with the same return on the equity 
Which the writer considers a minimum to attract the necessary equity capita 

ad st eonly aed percent overall return 

Senator Pasrore. Our next witness is Mr. Maurice R. Schartf, of 
New York City. 

Mr. Scharil, before vou get started, we were intending to recess 
round 12:50 for the dav. low does that leave you? How much 
me do you think vou will require? IT don’t want to speed you at all. 


STATEMENT OF MAURICE R. 8CHARFF, CONSULTING ENGINEER, 
NEW YORK CITY 


Mr. Scuarrr. Mr. Chairman, I think I will just briefly summarize 
mv identification and experience and refer to the charts which I am 
ubmittine with a statement, and then call attention to the indications 
hat can be derived from the charts. I think I could do it in about 
10 minutes. 

Senator Pasrorre. Fine. 

Mir. Scrrarrr. I shall be 


Senator Pasrorr. If you require more time we can make arrange 


olad to try. 
ments at some other time for you to come back. 

Mr. Scuarrr. Mr. Chairman and gentlemen of the committee: My 
name is Maurice R. Schartf. IT live in New York City, and I am en- 
gaged in the independent practice of professional consulting engineer 
x with offices at 366 Madison Avenue, in that city. 

I was graduated from the Massachusetts Institute of Technology 
th the degrees of Bachelor of Science in 1909 and Master of Science 

1911. Lam a leensed professional engineer in New York, Penn- 
sylvania, and West Virginia, and hold a certificate of qualification 
Ot the National Bureau ot Engineering Registration. 

[fama member of the American Institute of Consulting Engineers 
and a number of other engineering societies. 

Since my graduation from the Massachusetts Institute of Technol- 
ogy I have been continuously engaged in the practice of engineering, 
eX epting for absence on nulitary service in World War I and again 

n World War Il. During that period since I became associated with 
the Duquesne Light Co. in 1921, first as valuation engineer and then 
as chief engineer. I have been continuously engaged in studies of alter- 
nate plans for additions to electric utility systems, including steam- 
electric power plants 

I appear here under retainer from the Pacific Northwest Power 
Corp. to explain to your committee the economic advantages of the 


\\ 
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(allations of steam electric venerating tations ot large capacities 
volving the installation of large units as compared with the cor 
ruction of several stations of smaller Cape ities each involy mo thre 
tallations of smaller units, with aggregate capacities equal to those 

larger plants and units. 

| refer in my statement to the improvements in the art of electi 
eneration by the use of steam during my period - practice, includ 
the increased eflicienc y of utilization of the steam cycle, the use 
ligher steam pressures and temperatures and snesanin alice reduc 

ns of heat rates and fuel costs and improvements of plant design 
uch as the development of unitized assemblies with one turbovenera 
yy" supplied by one boiler and outdoor type construction. and other 
provements resulting from the use of units of larger and large: 


ipacities. 
Some of these technical Wnprovements are read ly available on ly 11) 
onnection with units of larger capacity. For example, there is no 


tandard turbogenerator using reheat economically available on the 

iarket at capacities less than : about 50.000 kilowatts, and exce pt where 

rue | costs are re ‘lative ly high the use ot re he: at mi Ly hot be ec onomie: il 
except in units of larger capacities. 

Designs involving highe and highe r pressures and temperatures 

d multiple re ‘heat also become economical only at larger capacities 

ere the savings in fuel, due to increased efficienc y, offset the in- 
reased cost of construction for such improved fac ilities. 

In order to illustrate the relations of the sizes of steam-electric 

erating’ units and plants to cost, | have prepared and attached 

iy statement charts numbered 1 to 4 inclusive, which relate to single 

its with capabilities of 25,000 to samaee kilowatts each: and two, 
lesignated as charts V and VI, relate to steam-electrie generating 
plants consisting of 1 to 6 units each of continuous capabilities of 

000 to 266,000 kilowatts each, making up combined continuous sta 

on capabilities of 25,000 to 1,600,000 kilowatts. 

I can summarize the indications which I believe can be derived from 

ese charts briefly by pointing out that charts I and LV indicate that 

the basis of the illustrative calculations, the basis of which I have 
et forth in full in the memorandum, reductions of 30 percent in con- 
truction cost and 82 percent in annual cost for a 100,000 kilowatt 

ngle-unit plant can be achieved, compared with four 25,000 kilowatt 
aie unit plants. 

Charts V and VI show a reduction of 19 pereent in construction cost 
ind 18 percent In annual cost for a 400,000 kilowatt plant, compared 

th four 100,000-kilowatt plants. 

Those are the relations for the moderate sized—small and moderate 

zed units and plants. 

Going to the larger units and plants, charts T and TV indicate a 15 
percent reduction in construction cost and 20 percent reduction in 
innual cost for a 266,000 kilowatt unit, compared with four 66,000 

lowatt units, and charts V and VI show a reduction of 4 percent 

construction cost and 4 percent in annual cost for a 1,600,000 kilo 
plant compared with four 400,000 kilowatt plants. 

[ have called attention in my memorandum to the fact that IT have 
elected these examples of relations between units and plants, bearing 
\ ratio iW s1ze of one to four, and have pointed out that different fio- 
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res would result but that the relationships would be similar if the) 
e based on ratios of 1 to 2,1 to 5, or 1 to 5, for example. 

I have also called attention to the fact that for the purpose of thes 
llustrative calculations I have adopted bases of caleulation whiel 
~eem to me to be helpful in informing the members of the committe: 
on this point, and that again calculations could be made on other base 
that would change the actual figures but would not modify the gen 
eral indication to be derived from the charts, which I believe can bi 

marized by pointing out that subs tantial reductions, —) in tota! 

estinent and in cost of electri c energy, Ca 1 be achieved | com 
DiInMe the capabiliti ies of small steam electric units and siento in) dice 
OT larger units and plants, and that some but smaller reductions in 
cost, both in construction cost and annual cost, can be achieved by 
ombining the capabilit es of relatively large. its of plants in those 
of still larger ones. 

(‘hart T shows that for single unit plants the total estimated COSI 
for a 100,000 kilowatt unit is about SIS million, compared with about 
S6.250.000 for each of four 25.000 kilowatt units, indicating the in 

reased Investment that is requ red for smal] COMpANLeSs to take ad 
\ tave of the higher efficiency of larger units. 

For a 266.000 kilowatt unit plant about S45 million is required, 
compared with about 812,500,000 for each of four 66,000 kilowatt unit 
ylants. 

( art V indicates that the total estimated cost of a 400,000 kilowatt 
plant is about S57 million, compared with about 817,500,000 for each 
if four 100,000 kilowatt plants, and that the cost of a 1,600,000 kilowatt 
plant is about S219 million, compared with about S57 million for each 
of four 400,000 kilowatt plants. 

Phat summarizes the statement which I believe 

Senator Pastore. But you are hot getting into the issue oft hag r 
or not thee gy shoul | be by way of ap plic ation to the SEC 

ether or not it should be done | V levisl: itive enactment / 

Mr. Se HARFF., No, sir. | Was asked only toe xplain the economic 
relations of cost, and I have no opinion on the merits of the bill. 

Senator Pasrorr. I wanted to make that ele ar for the reeord. 

Mr. Scuarrr. Iam glad to have that in the record. 

Senator Pasrore. This (| lestion has been submitted to me by one 
of the staff members. Would these same comparisons ap ply to heat 
generating plants using atomic energy’ Would you answer that 
question f 

Mr. SCHARFF. The answer is**No,” | have hot available comparable 
res on complete atomic energy plants. The figures that I have 
oivehn cover the entire cost of plants, including boilers as well as 
turbo-generators, and I am unable to separate the conventional turbo- 
generator parts of the atomic utility plants to give any answer to the 
question. 

Senator Pasrorr. Thank you very much, Mr. Schartl. We will 
have vour entire testimony included in the record. 

Thank you very much. 

The complete statement of Mr. Schartl is as follows:) 





1e\ 
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STATEMENT OF MAURICE KL. Ne AKI CONS ISNGINEER 
Chairman and gentlemen of the , tee, hi ! eis Maurice R. Ss irff 
e in New York City, and am engaged in the ependent practice of pr 
al consulting engineering \ thice t 3060 Madise Avenue in tha 
I as graduated from the Massa etts I tut f Technology with the 
rees of Bachelor of Science in 1909, and Master of Science in 191] lama 
used professional CHL s 1h) Ney \ Vik Vs Tis\ { ad Wes Virgini 
i hold the certilicate of quaiifical 1 i he Nut } Bureau of Engineering 
3 ratiol 
lama member of the American Lustitute of Consulting Engineers, the Ame 
Society of Civil Engineers, an her engineering organizations 
After Completion of tay studies at Massachusetts Institute of Technology, Iw 
oyed as assistant engineer and assistant chief engineer by Morris Kui 


Consulting Engineers, of Pittsburg 
From 1917 to 1919 IT was in military service in J e in World War I It 
I became valuation enginee ind 12+ chiet vyineer of Philadelphia 
and subsidiaries, inel the Duquesne Lig Co. of Pittsburgh 


Since 1928, except for military services in Washington and in Europe tf 
2 to 1945 in World War Il, 1 have been continuously engaged in the practice 





onsulting engineer, first in Pittsburgh and the nh New York During this 
vd, I have performed ery s 1 itll l us pul ULILLts COTM pallies, and 
rious pul i¢ agencies of New \ } Stit the rede Government il 
ernments of Greece, Portuga unl Cub 
Iver since LT became issoclales th the Philadelphia Co. and subsidiarice 
Wing the Duquesne Light Co., in 1921, 1 ive been continuously engaged 
pt for absence on milita service during World War IL, in either the 
tration of the contructio f additions to. or in engineering studies of the 
ve economy of alternative desigus of lditions to electric light and powe 
ems, including steam electric powerplants In this connection | have been 
rge of the administration of the ontructi of several plants of the 
vice e Light Co. in Pittsburgh and have made studies and reports upon | 





e Duquesne Light Co., the Consolidated Edison Company of New York, In 
Rockland Light & Power Co., the Long Islind Lighting Co., and others 








flit S ber li requested tw exXpiain tw ’ I COTE t t ene he Lic iIViahtage 
the installation of steam ele ! generating sta ns oO large capacit 
\ on of large unil is Compare With the construction ¢ 
ra infler capacities each, involving nstallation of smaller 
apacities equal to those of the ver plants and units 
during the period of my engineering pract ' hich L have previously 
erred. IT have seen a great many changes in the economy and efficiency of 
n electric generating stations as a result of progress in the arts Some of 
e changes have been technical im] ents in the utilization of the stean 
e, Such as the use of highe steal rvessures ana emperatures and corre 


nding reductions in heat rates and fuel costs; some have been improvements 


ant design, such as the development of unifized assemblies, with one turbo 
herator supplied by one boiler and delivering to one step-up transformer arn 
tching installation, and the adoption of outdoor-type construction ind 
ers have resulted from the use of units of large ind larger capacities pe 
ven in the case of technical improvements ino the tilization of the steam 
the ready availability of such imiprovements in related to the size of th 
Thus, no standard turbo-generator using re-heat is economically avai 


eon the market at capacities less than about 50,000 kilowatts; and unless 
1 costs are relatively h 


gh, the use of re-hea Inav not be economical ¢ xcept in 


} 


ts of larger capacities. Designs involving higher and higher pressures and 


iperatures, and multiple re-heat become economical only at higher capacities 


d if the experimental units now being built for operation at supercritical 
ures succeed in establishing that designs on this basis are economical, it 
nlikely that this will be true except at still larger capacites 
In order to illustrate the relations of sizes of steam electric generating units 
nd steam electric generating plants to cost, I have prepared, and attach to 
his memorandum, 6 charts, of which the first 4, designated as charts I to ITV 
Isive, relate to single units with continuous capabilities of 25,000 to 266,000 


watts each: and 2, designated as charts V and VI, relate to steam ele 
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rene , nla lS nev of 1 Gout each of Continuous capabilitte 
1,000 To 2OG 000 Kilowatts ench, t ake ) bined continue ation Capa 
‘ ft Vy tor TOO OM | owntts 
\ ( Lhese ¢ rt re rite ded Liite to be for trative purpose ol 
na for | | i } ‘ rie a] { Ler tet ed Lpeeot Con) i teu t Lirprinte ol at 
ent ] © leve under ave ve condition for coal-burn 
nad plant opera wot pore Ives between Soo pounds per square in 
100 pou per squitre neh, and at te peratures of from OO? BL to Los" I 
With reheat t 1aaoe | Annual co estimate ive based on fixed charge 
> percent « estimated construction osts, corresponding with private flnanei 
df OW TCE property and income taxes, with heat rates corre 
pol \\ thie es of unit presure nd temperatures selected as ¢ 
fue ts calculated ata ecapaeity faetor of 55 percent, and a fue 
SOLO peri on BB. t.oue’s Ditterer bases of estimate would, of Course 
esult in correspondingly different figures for points on the charts, but the genera 
Lasapye f the curves would be ibstantially hilar and thev will serve to illu 
fe the economy of combining the capabilities of smatlier units and plants i 
eof larger units and plants 
lon pointing out below the reduetions nh cost for ome selected ONG Le 
Mmparisons of costs for smatler units and plants, with those for larger uni 
hd plants, with capabilities four times those of the smaller plants Similay 
comparisons at other point on the curves and for other ratios of the capabilitic 
of larger unit nd plants to those of smaller one uch as twice, 8 times, on 
»> fimes) can be read froi the charts, but those referred to below should be 
{i el aus illu 1 ns 
Chart IT illustrates the relation betwee the estimated Construction Cost of 
ngle-unit installations with provision for later addition of a second unit, and 
retlects a reduction of approximately 30 percent in the cost per kilowatt for 
1LOOLOOO)- Kilowatt unit as compared with that for a 25,000-kilowatt unit: and 





pproximately 15 percent for a 266,000-kKilowatt unit compared with that for a 


OG. OOOkilowntt unit The break in the curve at 100,000 kilowatts corresponds 

With the addition ost of Construction in order to provide reheat, at approxi 
itely the point where the fixed charges on the additional cost are offset by the 
Ving in fuel costs at SO.350 per million B.t. u's 


Chart Il shows the estimated annual production cost per kilowatt, othe 
han fuel, and indicates a reduction of approximately 64 percent in the cost f 
a 100,000-Kilowatt unit as compared with that for a 25,000-kilowatt unit; and 


ipproXimately 68 pereent in the cost for a 266,000-kKilowatt unit: as compare 

th that for a 66,000-Kilowatt unit 

Chart TTL shows near the bottom of the chart the heat rates in B. t. u penn 
net Kilowatt-hour, for units of various capabilities, operating at the steam 
pressures and temperatures selected as reasonably conforming to the require 

ents of economy with fuel costs of SO.30 per million B. t. u.'s In the upper 
part of the chart the corresponding annual fuel costs per kilowatt at a enpacity 
factor of 55 percent, are shown The break in both curves at 100,000 kilowatts 
has previously been explained in connection with chart 1 This chart shows a 


reduction of approximately 15 percent in anual fuel cost per kilowatt for a 
1O0,000-Kilowatt unit compared with that for a 25,000-kilowatt unit: and approxi 
ely 14 percent for a 266,000-kilowatt unit compared with that for a 66,000 
Kliowatt unit 

Chart IV shows on the lower curve the total annual costs in dollars per kilo 
watt, arrived at by adding the annual fixed charges on the estimated costs of con 
struction shown in chart I, and the annual costs shown in charts Il and IIT. The 
upper curve shows the corresponding total annual costs per kilowatt for units of 
one-fourth of the same capabilities each, indicating the costs of providing the 
e total capabilities in four units of equal size. 

These curves show a reduction of approximately 32 percent in the total annual 
eost per kilowatt for a 100,000-kilowatt unit compared with that for a 25,000 

lowatt unit; and approximately 20 percent for a 266,000-kilowatt unit com- 
pared with that for a 66,000-kilowatt unit 

These reductions in cost per kilowatt correspond with reductions in total cost 
per kilowatt-hour from approximately 13.6 mills for a 25,000-kilowatt unit to 
approximately 9.8 mills for a 100,000-kilowatt unit; and from approximately 10.4 


mills for a 66,000-kilowatt unit to approximately 8.6 mills for a 266,000-kilowatt 
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rt V shows on the lower curve the estimated co of construction Of plat 
; tal capabilities of 25,000 to 1,600,000 kilowatts, each containing one « 
inits of the capabilities for which estimate were shown in the prey 
n fo ingle unit Che upper curve hows the corresponding estimated 
; f construction of 4 plants of one-fourth of the same capabilities each 
: the cost of providing the same total capabilities in 4 plants of equa 
- ese CULVE how a reduction of approximately 19 percent in the cost of 
rs LO00-kilowatt plant, compared with that of four 100,000-kilowatt plant and 
ximately 4 percent in the cost of a 1,600,000-kilowatt plant, compared 
! four 400,000-kilowatt plant 
Ae rt VI shows on the lower curve the total annual costs per kilowatt on thi 
. reviously explained for the y NH Vhose estimated construction cost i 
ru nin chart \V The upper curve shows the corresponding total annual « 
an lowatt of providing the same capabilities in four plants of equal size 
nee hese curve show a reduction in total annual cost per kilowatt of appre 
Lon ely 1S percent for a 400,000-kilowatt plant compared with that for fou 
. O.000-kilowatt plants; and approximately 4 percent for a 1,600,000 plant Gorm 
with that for four 400,000-kilowatt plant 
[pte e reduction in cost per kilowatt correspond with reduction in tot 
au er kilowatt hour from approximately 9.8 mills for four 100,000-kilowatt 
li to approximately 7.7 mills for a 400,000-kilowatt plant; and from approx 
rie (.7 mills for four 400,000-kilowatt plants to approximately 7.4 mil it 


HO00,000-Kkilowatt plant 


previously stated, these charts illustrate the economy of combining the 
ities of smaller units and plants in those of larger units and plants Phe 
c e that these economies are ibstantial for Combinations of the sma 
Urn ind plants at the left ends of the charts, and become smaller as the size 
ind poland nerease 
ind len inswer anv questions nbout the chart Ol Ippl furthe ( 
a n, TE will be glad to do so 
ids 
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ORE, Mr. (r,eorge Rodgers. 


STATEMENT OF GEORGE L. RODGERS, PORTLAND, OREG. 


Is George wi lodgers of Portlanc 


Thank you for affording me this opportunity. 

,Oreg. [am a member 
State bar and partner in the law firm of Smith, Gray, 
| appear before you today to urge your favorable 





he ed by a group of Northwest electric-utility 
nai presentation today is directed to the overall rela 
he pend Oo bill and the eleetrie utility industry in the 
| , to make it clear to this committee that the 
ress do not now, nor ad l they in the past, have any 
Publie Utility Holding Company Act of 1955 or its 
by the S« irities and Exchange Commission. 


to make it clear that none of the companies I represent 


r Ge 1*¢ 1) dulee I the | ind ol abuses that led to 
of the Public Utility Holding Company Act. There 
e pend ng bill which will to the liehtest degree take 


Securities al cd Exchange Commission Its present per- 

ublic-utility holding companies. The pro 

n the pel dine bill is one which will further every 
i 


1 


the act had in mind in 1935 but it will, at 
neourage the develo} ment of low Cost electric energy 


the pending bill is dictated by 20 years of advance- 
and by conditions that exist in 1956 as contrasted 


xisted in 1935 when the Holding Company Act was 


ng that a group of operating companies serving 


] 


geographical region be permitted to pool their financial re- 
o provide their customers with low-cost electric energy. The 











; Utility Holding ¢ pany Act of 1935 wv enacted to rrect 
( ite the abi enumerated in section 1 (1 i t 
i do t deny t \ ch ab { lidl exist | ould ot I 
ee to recoInm ad thre ctment of lil 1 1 
( ould recut But. if n vers the abuse ve been « 
ed. 2 d there are now tec] Lilt il Chang which can be made W 
neourage the cd velopment of low-cost elect energoy { 
oment that such changes should be made 
(one ofr oul leading industrial firms has its slogan “Pre ore 
t important product.” There has been progress in the electri 
t\ industry, n all of the arts and in the science of government 
| n the Constitut on of the United States has been amended 22 tin 
neel changed and changing cond tions 
-“ mpl St ited. all that is propo ec In) the penc cy b 1] ire 
tions of certain definitions in the present act relating to pu 
lity holding comipanhie ind electric-utility companies, 
| order to save the time of the committee and of its statf, 1 have 
ired v2 memorandum entitled “Memorandum in support and 


Explanation of S. 2648,” which I respectfully request be made a part 
ecord immediately following my remarks, 


Uinmaryvys, my memorandum points out that the bill has tw 
pal objectives. ‘These are (a) to permit industrial companie 
urticipate with electi utility Op rath Yy companies mm the devel 
ent of nuclear reactors for the production of electric energy with 
it subjecting such industrial companies to regulation under the 
Holding Company Act as public-utility holding companies; and (2 
permit public-utility electric companies under strict safeguards 
ool their financial resources for the economic deve lopmet tor ada 
il generating capacity needed to meet the demands of an expand 
Yr economy. 
nen eeril 9 evidence to be presel ted will show that noth ne less 


: 1 
ina 100.000-kilowatt stenm generating station can provide low-cost 


ectric power. At current price levels, the construction cost of such 

plant is about ‘20 million. Yet out of IS5 independent electri 
ty operating companies, more than 58 percent have plant accounts 

f less than S50 million. 

It is obvious that these companies cannot afford the kind of plants 

[ produce the lowest cost of electric energy. Thus these smaller 


mpanies are inclined to build smaller plants involy Ing smaller cap 

outlays. They must pool their resources if they are to be encour 
rod { Lh ild “7A le and Girt }. ‘But ‘¢ cs } 

red to DULL arge modern and efhcient plants. out if they do so 
ey hecom« holding companies, and In addition to ex Sting state and 
ederal regulation they must submit to regulation under the HLloldin 


ompany \ct. 
Chis overreculation does not make sense, The basie purpos of the 


otter-Pastore bill is to remove a technical barrier so these smaller 
Mpanies can pool their resources. Chis hye tive Is in the interest 
ner consumers, their stockholder . It is also in the interest of 
e national stake in an abundant su 


} \ r hens 
Pps ot ioOw-cost power, 
( 


Phe memorandum points out that none of the jurisdiction that SEC 
today over holding companies and their subsidiari fTeeted te 
) ] 1 ’ ° ‘ 
C ohtest deoree, It also poimts Out TI | thy Hold Hoa ( oOmMmpns»al 


\ct was passed to reculate hold i” companies, not operating com 
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panies. It makes the point that gas distributing companies may have 
ibsidiaries production and transmission companies, but that und 


the dehnitions contamed in the act electri distributing compant 


il denied the right, without subjecting themselves to the act, U 


4 


r capacity through subsidiary con 


provide themselve with generat ng 
ornations to meet the needs of their customers. 


Che pri } il thrust of the memorat dum 1s that the Ilolding Com 
panv Act abuse inve been eliminated and that there is today adequate 


reg tioh DV the Federal Power ( omimission and by the Varlous 

“I onlmMissl¢ to fully control any situations of the kind contem 
1 | +] +} a 

plated by the propone ts of this bill. 


May I make clear that we have no quarrel with the Public Utility 
[folding Company Act of 1935 or its intended purposes. We hav 


henefited from the Hol Une Compal \ Act, the companies I represen 
+ thi 


It the farthest thing from our mind to suggest to this committe 
oO fo anvone else tO waopt “any leo lation Treat would in the shohtest 


iecoree negate the ellectiveness of the legislation now administered 


lum in support and explanation of S. 2645 presented 


{ 
Smith. Grav. Hill & Rodgers follows:) 


INTRODUCTION 


This memorandum is submitted to the committee for the purpose of outlining 
general objectives of S. 2643. Attached to this memorandum as appendix 
in analysis of the bill. Here we will be principally concerned with the 
reumstances which gave rise to the Publie Utility Holding Company Act of 1935 


he act): the legislative history of the act: distinguishing between the tech 
nological background of 1935 against which the act was enacted, as con 
trasted with the technological status of the industry today; a_ recitation 
e evils and abuses the act was designed to meet; why the evils and the 

es of the 1920's and 1930’s cannot recur under the minor and technical modi 
fications proposed in the bill; why the jurisdiction of the Securities and Exchange 
Commission (the Commission) exercised under the act will not be affected ; and 
trating why the original purposes of the act will be furthered through 

( ctment of S. 2643.7 


SUMMARY STATEMENT 


Che act was designed “to met the problems and eliminate the evils” enumerated 
section 1 (b) of the act. These evils and abuses were disclosed as a result of 
prehensive study of public utility holding companies conducted by the 
lederal Trade Commission and by the House Committee on Interstate and For 
eign Commerce, both undertaken at the direction of the Congress. As admin 
tered by the Commission, the act has effectively dealt with the public utility 
holding company problems and evils. The framers of the act could not, how 





ever, have envisaged the sweeping technological advances in the electric utility 
| egislati history of the Public Utility Act is contained, so far as congressional 
( t e] ts are concerned, in the following documents which for the sake of brevity 
\ [ I i iter { referred to s in licated 
R t of National Power Policy Committee transmitted to the Congress on March 12 
1935 the President of the United States. H. Doc 137, 74th Cong., 1st sess., herein 
ferred t s the Presidcnt’s message or the Power Policy Committee Report ; 
Re tf to accompany 8S. 2796, Public Utility Act, from the Senate Committee on Inter 
state Foreign Commerce, dated May 14, 1935, S. Rept. 621, 74th Cong., 1st sess., herein 
R : s >} from the House Committee on Interstate and Foreign Com 
H. Rept. 1318, 74th Cong., 1st sess., herein referred to as the House report 
Conference report to accompany S, 2796, H. Rept. 1903, 74th Cong., 1st sess., herein 
Re] ts of t I raul Trade Commission made pursuant to S. Res. 838, 70th Cong., 
lst re refe ( a the Federal Trade Commission reports: and 
Phe eports t the House Committee on Interstate and Foreign Commerce prepared 
t t | lter M. W. Splawn pursuant to H. Res. 59, 72d Cong., 1st 


ss., her relerre t ti S iwh report 








\ 
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tl have ta nh pla n the ] tw ae ies, 1 ( a Se; } ( 
ited that the broad definition contained in the act would operate t 
nde n act ce igned to regulate holding companies, Compal s which are 
nerating electric utilities or industrial compan 
Tli¢ ho dramatie event which has occurred since 1955 and whicl 
| nein pated 1 the framers of the act was the « ning of f 
4 or Che bill. S 643. whose enactment the « mittee 1 ked t 
rely modifies two definitions contained in the act, namely; tl 
f an electric utility contained in section 2 (a) (3), and the definition 
iblic utility holding company contained in secton 2 (a) (7) of the Act 
( etment of S. 2645 will ret ind strengthen the essential ) pose of 
\\ he elimination of holding company eviis and the assurance o 
supply of elect energy It will, while guarding inst holding 
ul . i ( nd encourage the peacefu if t energy 
he col uction for the benefit of the cor he pu the me ( omi 
} ge) ition of elec le en from convent \ els ay 
( ( I S oO} "4 
efly stated the bill before the committee has two objectives: (1) to pert 
companies to participate with electric utility operating companies in 
ment of nuclear reactors for the production of electric energy without 
ech industrial companies to reculation mice the act as public 
panies (Sec tof the bill) : an 
To permit independent operating electric utility Companies, under strict 
wd to pool their financial resources for the econom cal deve opment of 
7 il generating capacity needed to meet the demands of an expanding 
ny sec, 5 of the bill) 
pany which is presently a registered holding company or a subsidiary 
h a company would be freed of Commission jurisdiction if the bill is 
ad The Securities Act « 5: the Securities Exchange <A¢ if 1934 
Vrust Indenture Act of 193% are not proposed to be modified and suel 
d 1 iin fully applicable 


PHI PURLI l rLIry ACT 


Publie Uiilitvy Holding ¢ ompany Act is basically Just What the name im 
n act to regulate holding companies Which in 1935 coutrolled tar-flung 


and gas ufility empires 
vet is part Lof the Public Utility Act of 1985. Part IIT of the Publie Utility 
lesignuted the Federal Powe! Vet embodies a comprehensive scheme ol 
ition of electric utilities engaged in interstate Commerce. The policy of 
Federal Power Act is to extend Federal regulation over operating companies 


t 


se matters which the Congress felt could not effectively be regutated Vv the 
es and to exert Federal authority to strengthen and assist the States in their 

rv powers over lbhtrastate transactions 

is is evident that in enacting the Vublic lt tility Act of 1935 the Congress 
ded to provide this scheme of regulation : 

1) The elimination of all public utility holding companies whicl 
tifv their existence; 





{ 


2) Pending the elimination of holding companies an interim scheme of 
eculation for subsidiary operating companies; 
The regulation of interstate operating electric utility companies by 
e Federal Power Commission and when the objectives of section 11 of the 
act had been accomplished ; 





t 


4) The regulation of the intrastate operations of electrie utility com 
panies by State Commissions and interstate operations by the Federal Powe) 


Commission 





Will be pointed out in a later part of this memorandum, no attempt was 
to regulate natural-gas transmission companies and natural-gas producing 
panies. Under the act, Securities and Exchange Commission jurisdiction of 
I contal 1 1 Se on 11 } . 
" nteg system « S ts oe 
S 1 nad equ | adistr suti« ( til pow? 
cor Report of SEC, p. 85 (1944) 
pre ° ire carefu esigne S othe the 
tr irn control r tl N t f t 
‘ n’ (10th A il Rey SEC, p. 8 
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} OLDING COMPANY ACL, 1935 
}) wi e Ibsit il s of hol 
G Act wl dged in the Feder 
‘ e OTM n of urai-g 
( ( ec ion | beer ( 
S l finds its way 
tl} ( was ce ned “to eliminate ft] 
( d nye < } Cs engag 
‘ j r ( | e very heart of t 
cle h-sentence 7 lions 
( tne ¢g ipl integratior 
‘ ‘ hold rr et inies conn 
‘ f tion of olding companie 
1] hy ”) the Cor sion “except for f] 
distrib g ! powel ng Ie SE¢ 
hor equ inv change the 
) W S ] i holding co pany, ¢ 
S ( < | f bi ae l | CO DAY 
! retwee ye y ¢ panies and holdins 
( mission idn ist! on of ection 11 
er nteri ri ‘ eher ( vstem 
y nd tl rs ISIGLUTICS 
ill ‘ ntel pe rd f othe * compa ( 
f regulati nd trol 1s sound 
Ww interir tem of regulation ar 
( e operating ( panies hic py ft 
ed 1 ding-« par dominatior 
es was to ] from the Securities ar 
Feds i Powe Commission and to the State 
ate 1 j ne Ar st : to sul ject LO «4 ecTtLy 
holding e D ( vhicl transcend State 
the b which became the a contain 
e jurisd on of the Securities and Exchange 
ties of pub utility holding companies and ft 
¢ etivities of the SUDSLAULAT companies 
ned in the act fa ito six fairly well define 
rities (sees. 6 and 7 
ies, utilitv asset d interest in other business 
in eompa ¢ Systems (sec a) 
etions (sec 12) 
ns uk ( ( acts Se¢ 3) nd 
(secs. 14 n 1D 
9 re devoted to such matters as ibility fi 
reports « the seeurityv transactions of offices 
inh Chie pprop! ite provisions for the adminis 
\ Ss A ) OPEI ING ( [PANIES 
eleny ad u ‘ between operating electri 
i < Tilt 
t f ran f companies is well 
( ‘ ‘ stor of opel 
p the ock of e top holding col 
1944 
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SECTION 2 A) OI I AL POWER AC 
L985 ¢ gre recognized that the terests of consumers and of the public 
Le e served through a regiona rouping of electric utility Companies 
by pooling their resources through the interconnection of their facili 
Chu in section 202 (a) of the Federal Power Act the Congress stated 
I the purpose of assuring an abundant supply of electric energy through 
e United States with the greatest possible economy and with regard to 
| ¢ ull tion and conservation of natural resources, the Commission 1S 
powered and directed to divide the country into regional districts for the vol 
interconnection and coordination of facilities for the generation, trans 
nd sale of electric energy, and it may at any time thereafter, upon its 
motion or upon application, make such modifications thereof as in its ju 
will promote the public interest Each such district shall embrace an 
which, in t dgment ot (OmmMIsSSION, Can econ mically be served by 
interconnected and coordinated electric facilities It shall be the duty of 
Commission to promote and encourage such interconnection and coordination 
n each such district and between such districts.’ 
f the purposes of S. 2645 is to facilitate the putting into effect of the 
endations which the Federal Power Comm on has made from time to 
under the authority of the above quoted section 202 (a) Thus, in the 
ent state of the art the most economical method for the “generation, trans 
nm, and sale of electric energy” is through a pooling of financial resource 


ting electric utility companies serving a specified area or re 





ugh the medium of a subsidiary corporation to construct large generati 


ich pooling is carried into effect and a subsidiary generating corporation 
reated, operating companies by virtue of ownership of voting securities in 
h a generating Company would, in the absence of enactment of the pending 
ecome subject to regulation as holding companies under the act 
y be argued that a pooling of resources of the kind above described can 
accomplished under the Holding Company Act. It is idle, however, as a 





tter of practical commonsense, to suggest that independent operating electri 
y companies, alre ady subiect to comp ehensive regulation by State commis 
and when they engage in interstate commerce to the comprehensive regu 


ry scheme contained in the Federal Power Act, will willingly and quickly 
mit themselves to additional regulation under the Holding Company Act 
bmission to such regulation, however, is precisely what is usually involved 


hen operating electric utility companies decide to put into effect recommenda 


s made by the Federal Power Commission under section 202 (a) of the 











| Powe \ V hie i otl h t ele nined that a pooling 
‘ es f t ¢ oO tt on ft gel Ti ( ~ j he best l i¢ t 
t ad ep ) 
CH I IO I t I ATING COMPANIFS IS PROVI 
HE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 


As has been noted, the Holding Company Act is a financial statute for t 
regulati« if corporations which are essentially concerned with financial tra 
On the other hand, the concern of operating electric utility compan 
vyenerate, transmit, and distribute electric energy at the lowest possil 

Their only concern with finances is with the raising of sufficient capit 

to provide the facilities which they must have to meet the demands for servi 
The Federal Power Act and the various acts administered by the State c 

s recognize this fact. These laws are concerned with standards of sery 

ice, rates, and adequacy of supply. To the extent the raising of capital atte 
any of the foregoing matters it is regulated by the various State commissik 





and the Federal Power Commission through their authority to pass upon the 
security issuances of operating companies. Almost all State statutes, as we 
is the Federal Power Act, strictly limit the purpose for which securities ¢ 


} . 7 
be issued 


Practically every electrie utility operating company in the United States must 
t niform system of accounts prescribed either by a State commi 


Ol the Federal Power Commission. The proceeds from security issuanc 
strictly be accounted for and applied to the purposes for which they wer: 
ssued 
MISTID ON PET N LECTRIC UTILITTY COMPANY” AND “GAS UTILITY COMPANY 
Section 2 (a) (7) (A) defines a holding company as meaning “* * * any 
compal vhich directly or indirectly owns, controls, or holds with power to vote 
10 percent or more of the outstanding voting securities of a public utilit 
( pany 
Section 2 (a >) defines public utility company as meaning “an ‘electric util 
t ipany’ ora ‘gas utility company.’ ” 
12 (a) (4) of the act reads: 
Gas utility company’ means any company which owns or operates facilities 
used for distribution at retail * * of natural or manufactured gas for heat 
ght owel 
Section 2. ( 3), however, defines “electric utility company” as meaning 
y company which owns or operates facilities used for the generation, trans 
I ‘distrib 1 of electric energy for sale, other than sale to tenants or 
employees of the company operating such facilities for their own use and n 
1¢ res 


Thus it is evident that Congress, perhaps inadvertently, defined an “electric 
utility company” much more broadly than it defined a “gas utility company 

It has been pointed out that the principal purpose of section 5 is to permit 

l re electric utility operating companies to own a generating company 


If the definition of an “electric utility company” and a “gas utility company’ 
were ¢ sistent, there would be no need for the proposed section 5 of the pend 
ing t 

I} sO bee se a gas utility company may own a producing company or a 

gas peling ymapa without subjecting itself to the jurisdiction of 

e Se ind Exchange Commission under the Holding Company Act. Pre 

d yz a enerating cilities are, of course, to gas distributing companies 

hat genet ng col inies are to an electric Company engaged in distribution 

2 (a) (4) of the act, the Congress recognized the essentially 

g distributing companies It is submitted that there should 

é ‘ ! between a gas distributing company and an electric utility 

| ting ce ny Kach should be free to provide itself with the facilities 
ecder ‘ the product it sells 


While there is no limitation on the ownership by gas utilities of a producing 


or tral hn company, S. 2643, in section 5 thereof, requires that before an 
electric utility mpany can approach the equality of definitiion of a gas utility 
company under the act, the electric utility companies and the generating com 
panies ist meet the four standards specified in the bill. 
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j ¢ these standards is full control by a State o1 Federal commissi of 

of securities by all of the sponsoring Companies, as well as by the 
ting Company Control of the issuance of securities by produ yy 

nd natural gas pipeline companies which are not otherwise | liarles 





ding companies, is not required by present act 

re has, however, been no suggestion that the present security laws, namely 
Securities Act of 1933, the Securities Exchange Act of 1935, and the Trust 
enture Act of 1989, have not been entirely adequate to protect investors in 


ties of gas distributing companies, which have as subsidiaries gas pro 
nd natural gas pipeline companies. These laws together with the 
diction exercised by State commissions and the Federal Power Commission 


the Natural Gas Act have been felt to be entirely adequate to insure a 
thy gas utility industry 


PROTECTION AGAINST ABUSES ENUMERATED IN THE A¢ 


ie abuses the act was designed to cure or eliminate are those enumerated 
ou 1 (b) of the act If those abuses cannot recur under existing law 
der the proposed bill it is evident that there should not be further regula 

of electric utility companies solely for the sake of regulation 

Iso evident that regulation under any law should be asserted only when 


is a demonstrated need. Regulation is costly and, however benign, tends 


brake on progress and the operation of a free competitive economic Sys 
Here we will enumerate the abuses the act was designed to cure and show 
respect to each why if the present bill is enacted there is no danger of such 
es again being committed. 
The act recites that national public interest, the interest of investors, and the 
est of consumers of electric energy and natural and manufactured 
may be adversely affected 


“as are 


1935 abuse 


1) when such investors cannot obtain the information necessary to appraise 
nancial position or earning power of the issuers, because of the absence of 
rm standard accounts; when such securities are issued without the approval 
nsent of the States having jurisdiction over subsidiary public-utility com- 
es; When such securities are issued upon the basis of fictitious or unsound 
values having no fair relation to the sums invested in or the earning ¢a- 
y of the properties and upon the basis of paper profits from intercompany 
vetion or in anticipation of excessive revenues from subsidiary publie- 
ty companies; when such securities are issued by a subsidiary public-utility 

iny under circumstances which subject such company to the burden of 
orting an overcapitalized structure and tend to prevent voluntary rate re- 
tiONS 5 


e than 18 years ago the FPC prescribed a uniform system of accounts for 
utilities Except for the commissions in Tennessee and Wyoming, all 
te commissions regulating electric and gas utilities have prescribed a wm 

system of accounts and an annual financial report form for privately owned 
ectric and gas untilities. 
Section 504 (a) of the Federal Power Act (pt. II of the Public Utility Act) 
eads in pertinent part: 
Section 304 (a): Every licensee and every public utility shall file with the 
mission (the FPC) such annual and other periodic or special reports as the 
ission may by rules and regulations or order prescribe as necessary of ap- 
iate to assist the Commission in the proper administration of this act 
Commission may prescribe the manner and form in which such reports shal 

e made, and require from such persons specific answers to questions upon which 

he Commission may need information.” 

Such reports are required by the Commission’s rules and when filed become 





¢ documents, 

1ajority of the State commissions has the power to regulate or control sales, 
rchases, mergers, and consolidations (38 States). issuance of securities (39 
tes), purchase of securities of other utilities (82 States), aod transactions 
th affiliates (29 States). 

Securities of public utilities offered to the public must be sold pursuant to 
egistration statement filed with the Securities and Exchange Commission. 
ist of the stocks of public utility companies are listed on a national securities 
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Lit i] } LOLDIN( CO PANY LCT. £025 
| ‘ t register such securities with the SEC unde 
e Ac f 1934 
panies are required to supplement their registrat 
Commission and to immediately inform the Commissi: 
he linary course of their businesses. 
; ( iwecounts, after which most State commission sv 
req es electric utility companies and licensees to ree 
n the basis of original cost. 
we re talking about operating companies—not holdin; 
ss charged by a generating company would be regulated | 
or the FP If any situations exist where a generatin 
I be so regulated, the State commissions and the FP‘ 
with t uation through their power to disallow a1 
I cost of purchased power) they found to be e 
( ( Yr fp) Ss. 2O4 the s l ity suances Of each f 
( nd of e generating Company must be subject 
S ! n or of the FP« 
\ vd sold in the U1 ed State has gon | 
20 vea here has been a steady decline in electric utility 
( ossible by the great technological advances in the 
held a heir present levels or further reduced, full 
idvances must be taken as proposed in the pending 
Y ent th the abus enumerated in st 
t pending LUNE 
9 ( uti I he | ted Sl eports 1 
I prest -_ ( concerning whic s 
| i\ Phi ‘ ib 
! ( Vv i the | ed State S hy? 
em r act S, pla ul lint are 
) There eno “fictitiou : 
} I ntercompal transactions 
! he company as s hn, two or more companies W 
\ 1 holding company situation in reverse. Hence 
ng company will have the “burden of port 
I ( 
| \ 1D ‘ ire subjected ‘ 
Co | ( ( work, equinment, and materials, or enter inte 
‘ esult from an absence of arm’s-length bargaining 
dey 14 when service, manage 
| ! i nvolve the a tion of charg ’ ng 
es in different States so as to present problet 
nl be cde with effectively by the States ;” 
the act few if any of the privately owned electric 
‘ f ervice o1 nstruction companies and 
1e) erating companies have contracts involving an allo 
{Ss a consequence services, sales, and construction contracts 
engt! ning The status of holding ompanies and 
! ected by the pending bill. Where there is any affil- 


ol (29) and the Federal Power Commission have full 


ntrac a Commission does not now have jurisdiction 
es and « truction contracts of independent electric util 
( FPC and State commission jurisdiction over such 


unt 
such companies so as to 
when 
ly small investment ;”’ 
ated or which might arise under the pending bill, the 
would be a public utility either under the laws of the State 


utility companies affects the ace 


te. d dend, and other policies of 


gulation of such companies, or control 


exerted through disproportionate 
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} ( rates or under t Federal Powe Act \ 1c) he generating 
hie 1) Je I I rate nd accounting practice ( i State ce 
he FP( Under the Federal Power Act, the FPC has fu jurisdle l 
h in stigatiol is vy be needed to I fv $ te or Fedet ‘ 
' IL hie oe erat c¢ pel muld not pay CX CE ve d idends SLUCt ich 
me \ ld be retlected in the c« of purch ed power. which to the exte 
’ ‘ ild be ¢ | ed in f ng ( ‘ t tl nsoring d ! 
! Lonel th proposed } SeCCUTLITN i ‘ ust be subject 
risdiction of a State or Federal commission. If past experience is any guide, 
S portionately small investments by the operating Companies would not be 
ed 
w he he th ad ¢ ension of holding comp f ears no relatior 
{ ! ement and operatic ( the inte if id coordination of 
oY pre 1 t 
! the pending | Vick hat the ut ‘ of the sponsor 
st be located within an area within wl he energy produced by 
¢ comMmpanyv econol illv and fe iblv be transmitted and | 
facilities of the gsenerating compat d of the spo ring ¢ 
‘ nu he D ically interconnected In other words he b mits th 
mies of ( re ‘ VICI th el th wvhayp - 
( \ h economical get itin fac ties 
} Ne 
! any other respect there is lack of econ vy of inagement and 
public-ut companies or lack of efficiency and adequacy of sé 
‘ endered b uch comnanie or i ot ettective iblic regulation, or lack 
. the ra ing OL ¢ it 
Co! vith power to re e the rates of privately vned electrie and 
es exist in all but 6 of the 48 States. Under common law private 
ust ©] er Service it ren niable rate iad Vithou ‘ I Lriiat 
the few States without State commissions, the courts can and do ste] 
In any event the SEC has no rate jurisdiction and no authority to prescribe 
lard r service There matters, as has been noted, were left to the States 
he Federal I wer Commission As to economies in the raising of canit 
‘ the re irements of e pending bill is that seeuri . ele 
companies sponsoring a generating company and the security is ne of 
ene! ng company itself be subject to the jurisdiction of a State or Federal 
on 
IZE OF INDEPI r OPERATING ELE ( rl Y COMPANIES 


Attached to this memorandum as appendix B is a chart analyzing the 
ve size of independent electric utility operating companies rhe material 
itulated in the chart was taken from the published reports of the Federal 

wer Commission and shows undepreciated plant accounts by various group 

gs for the vear ended 1953 Krom a comparison of the size of most of the 

ependent electric utilities with the cost of a 100,000-kilowatt or 200,000 

owatt thermal plant it is obvious that these smaller utilities cannot independ 

vy finance and use the output of these more efficient plants As a result sma 
ties must either build high cost small plants or two or more in a given 


ezgion must be pe mitted to pool their resources as contemplated in the 
pendin bill. For these smaller companies atomic powered plants are { 
the question The bill thus chiefly benefits small companies and in this 
ense is an antimonopoly measure 
TECHNOLOGICAL ADVANCES 
The testimony to be presented by the engineering and utility witnesses will 
w that anything much less than a 100,000-kilowatt plant is outside the 
nking of those who wish to provide electric energy at minimum cost. In 


$5 plants of around 25,000 killowatts were common and could be built with 
e financial resources of average companies. As noted elsewhere herein the 
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e, modern 100,000 owatt and 200,000-kilowatt plants are beyond the react 
eye dent elec rit LLiity « mipanie 

Testimony to be presented will show that substantially lower costs ¢: 
be realized by installing generating facilities planned and designe 

cipated load growth of a roup Of syStems operating In 

regit instead of havi each system in the region install new generatir 
facilities purely or ( isis of its Own requirements Since electric utilit 
rt ited s ‘ » reflect the costs of service lower annual costs wil 

direetly benefit. the te payer through correspondingly lower charges. Th 
wer costs resulting from the construction of jointly owned generating faci 
14 hy ‘ t esources involved are thermal electric plant 

f fue lroelectric plants, or nuclear-fired thermal-elect: 


Phermal-electi plants burning fossil fuels represent the large bulk of the 
that wil ( lilt throughout the country as a whole over the nex 

vene! the n costs per kilowatt of generating facilities (ineluding 

ec i ( taxes, Lue ost and costs of operation and miintenunce)d wi 
end ale ease as ther al capac ity additions are made in the form of large 
plants containing units of larger capacity Some savings can be realized ir 
ll elements of annual costs As plant sizes and unit capacities are increase 
investment per kilowatt and operating manpower requirements per kilowatt ar 
reduced. The larger sizes render economical the use of higher pressures and 
temperatures and the incorporation of certain refinements in the design al 
of which tend to increase the overall plant efficiency. In addition to reducing 
costs of the fuel that must be burned, improved efficiency promotes conserva 
natural resources in that it reduces the amount of fossil fuel that 


must be consumed to produce each kilowatt-hour. 

The maximum size of unit that economically can be added by a particular 

t Iepends on many factors In some few instances involving larger sys 
tems, the diminishing unit benefits of further increases in size beyond 250.000 
t 0.000 kilowatts in the present state of manufacturing know-how has been 
n important element in limiting the capacity of the individual units being in 
stalled by such systems However, in recent years, it has been the ceneral ex 
perience of the great bulk of the power systems in this country that the largest 


nit that is economically justifiable is one whose capacity is equal to the antici 





pated d growth for the 2- or 3-year period following initial operation 
Che hermal generating resources added in a region can be designed and 
] dL « either of two bases; namely, (a@) each system in the region pro 
ce ew generating facilities to meet ifs own requirements in the most economi 
and (b) the group as a whole provides new generating facilities 
designed to et the requirements of the group as a whole in the most economical! 
‘| of new generating resources designed to meet the 
ement f the group as a whole will make it possible to meet the same 
onal requirements with fewer plants using larger units than would 
e the f each syste nstalled new capacity to meet only its own needs 
ntiy wed hydroelectric plants.—There are still some areas in this coun 
try where substantial amounts of hydroelectric power are yet to be developed 
\ hydroelectric development requires a practical dam site, a water supply, and 
in the stream’s gradient to create head There are only a limited num 
ber of undeveloped hydroelectric sites. In the case of a thermal-electrie plant, 
the ¢ mic factors are such that the plant is usually tailor made to best fit the 
hort-term needs of the system with due allowance for the expansion of facilities 
be anticipated in view of the system's long-term needs. 
7 planning of a hydroelectric development is quite different. In general, its 
design is tailor made to fit the ultimate scope of the development and a major 
portion of the ultimate investment usually must be made at the time of the 


initial development Conservation of natural resources dictates that all of the 
oO ! v feasible potentialities of a site be developed. Consequently, the 


desig f droele ‘ie development is largely controlled by the characteris 
{ { t] han by the anticipated rate of load growth of the electric 


Most of the remaining hydroelectrie sites are such that full development of the 
potentialities requires projects which are so large that the capacity added may 
be equal to the entire load growth of a single system for a 10- or 15-year period 


The burd of carry unused capacity for so long a term of years would be 
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geht make it impossible for a single system to finance the project Such 
hydroelectric projects often can be financed and built only if they are built 
undertaking by a group of systems whose combined load growth is 
h to absorb the output within a reasonable term of years 
ntiy owned nuclear-fired plants Nuclear power is in the experime! tal or 
t plant stage It is still not possible to estimate with any degree of accuracy 
te at which nueclear-fired powerplants will become economically competi 
with eonventional fuel-fired plants However, enough is known today 
nuclear-fired powerplants to permit drawing certain Comparisons between 
entional fuel-fired plants and the nuclear-fired powerplants that will be 
fter the present pilot-plant stage is completed. 
wlear-fired powerplant is substantially the same as a conventional fuel 


plant except that the conventional furnace, boiler, and related facilities are 


ced by a reactor and related facilities. It can be concluded that, as with 
ntional fuel-fired plants, the total average annual cost per kilowatt of the 
ear powerplants of the future will tend to be lower if a given total capacity 


tulled in fewer plants using larger units Hence, it is to be expected that 
intial savings in annual costs can be effected by building jointly owned 
designed to meet the needs of several systems 

\n important economic characteristic of nuclear-fired powerplants is that 

ts of nuclear fuel per kilowatt-hour of output will be relatively small. 

of the components of annual costs will be substantially the same irrespec 

f the kilowatt-hours actually generated. Consequently, economic con 

erations will dictate that nuclear-fired plants be operated on base load, that 

ted at full capacity for the maximum possible number of hours in each 

The amount of base load served by an electric system depends on the 

icteristics of its particular customers, For the average company the base 

s less than about 50 percent of its average load throughout the vear and 

han abont 35 percent of its peak load. Consequently, by constructing a 

ir-fired plant as a joint undertaking the plant can be used to carry the 

load of a group of systems thereby making it possible to build larger plants 
th resultant savings in unit costs. 

\ jointly owned nuclear-fired powerplant provides definite economic advan 
even in the present experimental-plant stage of development. The plants 
designed today are not economically competitive but they must be built 

he art is to advance to the point where the Nation can begin to reap eco 

enelits from nuclear power. 
juently, the experimental plants being built today represent substantial 
enditures for research which will provide long-term economic benefits but 
ire nonproductive for the short term. The expenditures for research that 
made by any single system are limited. These expenditures cannot be of 

h magnitude as will impair the system’s financial standing with the result that 

comes difficult and more costly to borrow the large sums of money that will 
eeded to build the generation, transmission and distribution facilities re 
ed to meet the ever-increasing demants of its customers. 

\ substantial portion of these sums of money will be needed to build new 

ventional generating facilities to meet load growth until such time as nuclear 

ed powerplants become economically competitive. Most regulatory commis 
would look with favor on a limited amount of research expenditures; 
owever, they undoubtedly would not approve of research expenditures for 
term improvements which they considered placed an undue burden on 
sent ratepayers, 

Even in the present state of the art, it appears that the larger the capacity 

f the experimental plant, the lower the average cost per kilowatt. Furthermore, 

larger experimental plants will provide information and operating experi 
ce that will be more directly applicable to the large nuclear-fired powerplants 
that will be built when advances in the art have made nuclear power economically 
ompetitive 


Discretionary ceremptions.—It is true that section 3 (a) of the act provides 
r five classes of holding companies which may be exempted from such of the 
ovisions of the act as the Commission in its discretion may find appropriate 
Such as appendix C is a partial list of exemption applications under section 3 

hich were denied by the Commission. 

This list is submitted for the sole purpose of showing that the Commission 
d company lawyers do not always agree as to the scope of section 3 exemp- 
ns and that delay and expense is involved in every exemption case. 

In the usual case an exemption is granted where the Commission finds that 
provisions of the act have been met. Typical is the case of Texas Utilities 
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ny folding Company Act Release No. 9786 (April 5, 1950) where in 

ns I g ting exemption under section 8 (a) (1) the C 

bn essentia ( s the system conforms to the basie objectives of 

Phe president of the mpany testified that future managerial poli 

' nant with those followed during the past few years (during 

ve s the company, f exempted, was subject to the act) as a result 
} } he « tu ry ¢ have been met 

In the ime case the ¢ I n stated 


‘From a consideration of all the circumstances and in light of our revocati 
vers under sect 3 e have concluded * * that the requested exemy] 





tion 1 y be granted 
It is respec illy tted that companies which are almost purely operating 
ndustrial ¢ ( | 1 be exempted from the Holding Company Act | 
aw—not at the discretion of Commission \ny exemption involves delay 

y revocable exem] ‘ ; costly uncertainties. 

Debt ratios are for erial det nination It is well known that the eay 
tai structure Ia I > I sa direct nfluence on the cost of new capit 
Debt ea S tantia ss expensive to an operating company than equity 

ipital a The amount paid for debt capital is less than one-half that paid f 
equity capit d I est on debt is a deductible expense in determining 
t ‘ a ( e not deductible 

erefore, it is tl luty of utility company to adopt the most economic: 
method f financil : nt with maintaining that degree of flexibility 
structure necessary to assume its future ability to sell securitic 
} Ly ae ble 

Decisions of numerous State commissions and State courts* support the vie 

that whether bonds or sto hould be issued, and in what proportions, is 
Fe] di I heir dete ination as to what capital structure will 
he ds sholders 

H evel ( eq ind 1 ed that where the e 
has lel { = ] l wl is not in th ion run 
intere ( S may lopt a higher hypothetical dept ratio for rate 
I ng purposes 

Therefor the genera ew i hat, although management has the prerogative 

te} ne the ty] 1 j ire, 11 inne thereb pastel high rat 
rement mu balance consumer and investor interests 
CON LON 

From the foreg g it is concluded that: (a) the act was not designed t 
Pcl itt i ~ ‘ 

In 20 years the C mission has successfully eliminated holding company 

( Adequate tior yperating electric utility companies is now exer 

the Fed I’ Commission and the various State Commissions; 

(¢) The enactment 2643 will further the objective of the act of returning 
con | 1 ¢ 1 s om t 8 

The holding com] y abuses of the twenties and thirties cannot recur 
1 ( f ye ] | i 

rhe pending W ( rage the deve ment of nuclear energy fot 
a: f poses t ( ibur nt supply of low-cost electri 
en 

Respectfully ibn d 

Ss tf, GRAY, Hitt & Ropaers 
I (;EORGE | RoOpGERS 
Portland, Oreg 


S. 2648 EvLectric ENERGY DEVELOPMENT ACT OF 1955 


iurpose: To encourage max um devel pr ent of low Cost electric energy 
from all sources of pov I iding atomic energy, coal, oil, natural gas, and 


‘For detailed analysis ¢ State court and State commission decisions relating to 
cal ] ructures of utility panies, see Ruling Principles of ili Regulation, Rate 
of Return, ch. 14, Ellsworth Nic! Publie Utilities Reports, Inc., 











| ( 9 al fic { i hve I | tie e 7 
! Vv Tron | rule } Ve ad 1 ll ad 
Amendment « e Pul { i Holdin ( 1] Let ) 
} | iy iy i | ( | ‘ 
( nsors t ( dd t, ce ! f ere 
II Company \ Th \ Lao} I end flung a 
’ empire t I tore effec ve State l ( ‘ peratin a 
‘ clo va urvi\ | din ! ~ The ohj ive f tl 
! Dstantially attained 
mi} vy is or which bec i holding par is regulated by tl 
( ma Exchange Com Ol dey ‘ i il i j rh il aspect of 
! including its Hnanecing, its lations witl ubsidiaries ay aut 
unts and its acquiston and dispostion ot securities, utility assets 
other nterest ihn any buSsIness 
pany which directly or indire WS ¢ controls 10 percen y! re 
utstanding voting securities of a public utility is a holding company 
ovision for certain exemptions but the ire subject to conditic 
revocation 
ecetrie public util \ defined as me ing anvor who o 
tes facilities used for the generation, transmission, or distribution of 
energy for sale 
derstood that the SEC would regard a company owning or operating 
reactor as an electric utility if the heat produced were sed im the 
f steam or otherwise, to generate electricity, even though the steam 


rht and used by a reg 


lar electric operating company 


urier to industry: Companies which are not public utilities could not 


themselves to Holding ¢ 
nduct their regul 
SEC could not take the 


hem to automobile 


ir USI 


ent manufacturers, and 


ompany Act regulation designed for utiliti and 
esc 

tand:ards and rules de ed for public ut 
mipanies, steel Colnpanies, chemical companie 


other nonutilities 


ties cannot pool their resources to finance the great costs of atomic powe1 
pment and construction, 


ry large steam electri 
ect to the Holding Co 


ies in the area to be set 


or the cost of a major water power project o1 
plant which is the most efficient, without beco: 
mpany Act, because, as a practical matter, the 


‘ved would have to make such large investment 


ve such control, as would bring them under the act 


reactol development pre 
lieved, be greatly facilit: 
yuld opel the door lo pa 


2 of the Atomic Energy Commission would 


ited by removal of this barrier. Section 4 of the 





rticipation by the industrial corporations of the 


imendments proposed: 8S, 2643, introduced by Senator Potter of Michigan 


ator Pastore of Rhode 
n 4 would amend the 


mpanys only connectic 


ction of heat from spec 


reneration), it Shall not 


Island, contains two principal sections 


definition of an “electric utility’ to provide tha 


nh with the generation of electric energy Ss the 
ul nuclear material (whiel turn is used f 


be deemed to be an electric utility 


amendment would make possible such a cooperative enterprise as ha 
roposed to the Atomic Energy Commission by a group which inelude 
etric utility and industrial companies from Michigan as we as othe 
It is a condition of the proposal made by that group that neither the 


d licensee reactor corporation nor any member thereof or contributor 


will become subject to the Publie Utility Holding Company <Act b 


of participation in that 


fustrial corporations to 
ubject to the Holding 
money to this advanceme1 


ction 4 is made to cover both ownership and operation of facilities for 


duction of heat from spe 


tion of electric e1 
from the path of that 


rse eave the way clent 


project Otherwise it would be impossible fe 
participate, and those utility companies whicl 
Company Act would not be willing to contribute 
it of the art 


inl nuclear material, used dire lv or indinre 
ergy, it would remove the Holding Company A 
proposed reactor development ] would also 


for other future operative financing of « 
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atomic reactors and thus, it is believed, would strongly support the partne 
ship program of use of natural resources being encouraged by the nation 
“dmibistration 

Section 5 of the bill would amend the detinition of a holding company so as 
provide for cooperative financing and operation of new electric generati 
regardless of the source of power. ‘This section would permit the generat 
compar to engage in transmission in connection with such generation, b 
would not permit it to participate in any way in distribution. 

It also requires that the electricity generated be used in an existing power por 
if electric utility companies or through the facilities of the United States or ar 
te or political subdivision or instrumentalty of either: and would requir 
that the issuance of securities by such a generating Company and by each p 
ticipating electric utility or holding company be subject to the jurisdiction 
i State commission or of any agency or instrumentality of the United States 

Section 5 would facilitate the provision of large blocks of power for 
Atomic Energy Commission or otherwise which might be beyond the finance 
capacity of any single Company or governmental instrumentality. 

The provision of over 2 million kilowatts generating capability in one operatior 
by the Ohio Valley Electric Corp. and the earlier construction through Elect: 
nergy. Inc.. would have been much facilitated by the proposed section 5. 

The investments of individual companies would not be kept down by t 
artificial barrier of the Holding Company Act, and the financing could be left 
the regulation of the several commissions responsible to the consumers serve 
by the participating utilities 


It also would enable utilities in a given area, whether owned by a gover 
menta! body or instrumentality or by private investors, to engaged in a partner 
ship project for such a thing as a huge water power development, to the mutu 
advantage of all the Customers served on all their lines, 

In this connection, it should be particularly noted that the jurisdiction of 
the Federal Power Commission is not affected in any way by this bill and that 
any water development (as well as any interstate transmission) would be 
subject to the jurisdiction of the Federal Power Coimission. 

The expected results: Primarily an earlier and larger increase in the electri: 
power supply of the country than would otherwise be the case. 

There are very few bodies able to undertake alone the building of a large 
seale reactor. So far there is 1 such proposal by 1 of the 2 largest electric com 
panies in the country, Consolidated Edison Company of New York. 

In one other case, Commonwealth Edison Co., of Chicago, is able to commit 
enough of its own money to be able to propose to build a reactor which it would 
own and operate with the help of a few other very large companies willing t 
contribute half as much to cover the rest of the developmental expense for that 
project 

Of the other 3 proopsals made to the Atomic Energy Commission in response ti 
its call for such proposals early this year, 1 is from a public body, presumably 
to be financed by public funds, 1 is from a group of companies in New England 
where the only participants having large enough shares to bring them within 
the Holding Company Act are already either sub‘ect to it or in one of the specia 
exemptions from it, and the third is the one mentioned above from a large group 
of Michigan and other companies, including important industrial companies. 

Other groups from industry may be expected to enter the field if such a bill is 
passed. 

In addition to the building of atomic reactors, it may also be expected that th: 
economies of large unit steam and hydroelectric generating plants may be 
sought by neighboring companies or groups of companies individually unable to 
provide such benefits for themselves. 

Governmental regulations: From the standpoint of regulation, the science and 
art of utilization of special nuclear material (atomic energy) will be supervised 
completely by the only body capable of dealing with it, the United States Atomic 
Knergy Commission. The operations of the electric companies using and dis 
tributing the energy generated will continue to be regulated by the commission 
to which they are already subject 
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companies handling electricity going into the channels of interstate com 


e will be subject to the jurisdiction of the Federal Power Commission, as 
generation of electricity from waterpower will be subject to the control 
Federal Power Commission to the full extent already provided 

public financing of any project will be subject to the securities acts, both 
dt | and State, as in the case of any other issue In short, the proposed 
es not disturb any of those existing schemes of regulation, but merely 


a technical impediment to the participation of the regulated companies 


ves 
CONCLUSION 


This bill would not exempt from regulation by the SEC any company, now 
n the future, otherwise subject to the Holding Company Act. It also would 


exempt from State regulation any part of the business of supplying the 
pany with electricity generated by a mutually owned generating company, 
ever the source of the power. The State public utilities commissions would 
inue to regulate rates and service completely and effectively within their 


pective States. This bill would not interfere with any State rights or change 
sie principles of ratemaking. 
The findings growing out of the atomic energy reactor program of Detroit 


on and its associates will be available to all—public bodies and private 
duals and companies—uat no expense to them 

Phus the information and experience obtained from this project in the ad 
ement of the science and art can truly benefit all qualified and approved 


iduals and groups who wish to avail themselves of it. 
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AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


WEDNESDAY, APRIL 18, 1956 


COMMITTEE ON INTERSTATE AND ForeIGN Commi RCE, 
SUBCOMMITTEE [Lo CoNnsIDER S. 2645, 
W ashington, D.C. 

The subcommittee met, at 10 a. m., in room G-16, United States 
Capitol, Hon. John O. Pastore, presiding. 

Present : Senators Pastore and Potter. 

Senator Pasrore. The committee will come to order. 

It isan honor and a pleasure to have you, Wayne. It is a great dis- 
inction to have you as one of our witnesses this morning. You m: ay 
proceed as you like. 


STATEMENT OF HON. WAYNE MORSE, A UNITED STATES SENATOR 
FROM THE STATE OF OREGON 


Senator Morse. It is always a pleasure to appear before you in any 
apacity in the Senate. 

Pe I were to give the title of the bill today my testimony would be: 

S. 2643 would turn back the clock.” 

1 am here today, not only in the interests of the people of the Pacific 
Northwest, to whom the proper development of our resources is of 
vital concern, but in the interests of every investor and consumer in 
the United States. S. 2643 would exempt from the Public Utility 
Holding Company Act fewer companies which join in the ownership 
of (1) companies set up to produce heat from atomic energy, where 
leat is used to generate electricity for the electric utility industry, 
ind (2) electric generating and transmission companies which supply 
power for resale ‘by their owners, operating utilities companies. ‘This 
s not anew proposal. It has, how ever, now been dressed in a bill with 
. high-sounding purpose in an effort to hide its base design. 

The Public U tility Holding Company Act was one of the great 
achievements of the 1930’s. However, the utilities subject to regul: a- 
tion by that act have never recone iled themselves completely to the 
regulation it opposed. I need cite only the current control which 
Ubasco Services and companies related to it over the same companies 
it controlled prior to 1935. 

Apparently, Ebasco and the other utility companies would like to 
make their activities, at least in some respects, respectable. That, as 
I see it, is the dominant purpose of this legislation. 

[ believe you are entitled to a more specific statement. Let me, 
herefore, refer to the various evils and abuses enumerated in the 


111 
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[> | ty Holdine Company Act and ow how each may be 
ed ; 

tT, there was t r evil oT In prope} debt TO equity financing ratio 
Herson with minor equity imterests to control hu: 

regations of capital. Since they had little at risk, they suffers 
when earnings went down. On the other hand, when earning 

vent up, their profits were enormous. This can happen under the bil 
\ i matter of fact, I understand that the compan ‘s in the Nort! 
vest power group are concerned with hold ling COM pany reoulat ic 
principally because they are afraid that they will not be able to iss 
enough debt securities in col nection with the costs of the wveneratins 


Secondly, there was the financial maneuy ring bet ween holdin QO 
ompany and subsidiary, under which management became more pre 
occupied with finance than with the efficient production and distribu 
tion of was and elect? city. 

Under the bill, I can visualize one or more subsidiaries of the 
operating utility companies and the same preoccupation by the mar 
agement of the operating company with financial maneuvering be 
tween themselves and their subsidiaries. 

Thirdly, the Pubhie Utility Holding Company Act sought to pre 
hibit. or at least lImpe de, the efforts of the utility systems to influencs 
legislation. It did this by prohibiting political slush funds and by 
requiring reports from the lobbyists for the utility industry. The 
bill, if passed, would exempt the companies eligible for exemptii 
under its terms from this provision of the Holding Company Act. 

My purpose in enumerating these abuses is to remind you of them. 
We tend to forget how the economy suffered before the act was passed. 
I could go through the act and, one hy one, show how import: int each 
of its protections is to nents and consumers. 

[ will limit myself, however, to one further thought. Perhaps the 
most important of the evils at which the Public Utility Holding Com 
pany Act was directed was the interlocking relationships between the 
officers and directors of the various utility systems. This tended 
toward a great concentration of economic power. We, in the Pacific 
Northwest, constantly feel that power, even today. If this bill 
passed, we, in the Pacific Northwest, will find ourselves in much the 
same position as we were In prior to 1935. The utility companies will 
then have the legal means under which they may combine and carve up 
the market to suit themselves, 

| oncentration of economic power will be far too large for any 
local regulation, and such regulation as the Federal Power Commis 
sion provides will be no obstacle to their influence. 

If the bill i S passed, I fear the huge generating facilities which it 
contemplates will be in a position to resist the pub lie- power y: ardstick 
which has proven so effective in regulating rates and spurring priv: ate 
utility service. I fear that consumers, when subjected to the omnipo- 
tence of so powerful a croup, with a comp ylete monopoly in the area, 
will suffer from higher rates and the scarcity that monopoly always 
brings. I fear that investors, as distinguished from the management 
of the operating com panies, will be on their own without effective pro- 
tection, for reports of trading by management in the stocks of their 


] 


compan wna millag safeguards will no longer apply. 
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» 19395 ) 
In the last several years, this country has been in the throes of a 
ssive merger movement that threatens the Nation 
everal committees of Congress 


~ 


Seconomic heaith. 

have studied various 

wing threat of monopoly and only last fall, the Antimonopoly Sub 
ttee of the Judiciary Committee under the 

ator O'M: thoney investigated ; 


1? { 


wife Northwest to extend its 
nion. 


phase s ol thie 
i 


~ 


chairmanship Ol 
in attempt of a private utility 1 
control in the most 


questionable 
(ol! trol ot power resources, if permitted 


nds 


ean lead to the domination of the 
ns of the country. 


be concentrated in a 
economy of whole se¢ 
This is true of conventional power sources 

\s we sti: und on the threshol | of the atomic power age, It should be 


ad that monopoly in this field is 2 threat to our ecOnomyv In 


proportion to the revolutionary unpact that atomie power 
xpected to exert. 


KXxperience has proven that in the field of electric power, the 
ig company device is the handmaiden of monopoly. The Publi 
Holding Company Act was designed to remove or, at least, 
sh that threat of monopolization and to protect the public from 
¢ duped into unsound investments. 


\t the outset, | would point out to this committee wi 


hat the enact 
ent of this would mean to my region of the country 


c powel is the key to future development. Thed 
etion dD ot a 2643 would | ve the four 
have established the Pacific 


Three of these companies 





In which 
rect beneficiary 
priv ate utility companies 
Northwest Power Corp. 

are former Electric Bond & Share sub- 
es; they are Pacific Power & Light Co., Washington Wat 
wer Co., and Montana Power Co. A fourth 


sidiary, the Idaho Power Co.. 

through Ebasco Services, Ine 

s vital to understand how Ebasco has maintained the Electrie 
Bond & Share yrang Therefore, I ask that my testimony ot May 
6, 1955, before the House Judiciary Committee on this subject be 

i part of the record at this point It is attached to ny testimony 
nator PASTORE. Without objection, it 1s so ordered. 
The testimony of Senator Morse before the House 
mimittee on May 16, 1955. is as follows:) 


Kleetrie Bond & Share 
is linked with their overall over: 


“ss ( 


Judiciary 


MENT BY SENATOR WAYNE MorsSe BreroreE House JupicriAry Commi 
May 16, 1955 


EBASCO AND THE PACIFIC NORTHWEST—MONOPOLY ON THE Moyi 
airman CELLER, IT was only partially surprised 
in the report of the Attorney 


ere was no consideration of 


oO observe one great 


oOmMmise- 


General's committee 


on the antitrust 
monopoly 


problems affecting 


laws. 

public utility 
Many assume that monopolies among public utilities 
e public interest. Many assume that the thre 
es died 20 years ago with the 
ontinuing instinct of 


are adequately regulated 
ats of the utility holding com- 
holding company legislation of 1935—that 
men in the utility 


business Lopoly 
es was destroyed by passing a law. 


to abuse their mor 


UTILITY MONOPOLY MERITS INVESTIGATION 
vant to call your attention to a 
ting the people of Oregon and 


tuation has all the earmarks of 


situation in the Pacific Northwest 


, ho less, the welfare of all 
long-range 


- deeply 
Americans This 
plan to control huge power de- 
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velopments on the part of a group of closely related companies and their mast 
ind of Wall Street, Ebasco Services, Inc. I suggest that the House Judiciary 
Comunittee lo into the actions of Ebasco and these related Companies ai 
to determine whether or not, as I fear, a trend is shaping up which will pla 
the future destiny of 5 million people of this region, including 11% million 
Oregon, in the hands of this Ebasco group. 
What I am afraid is happening under the masquerade of the present 


nistration’s power partnership in the Northwest is a scheme of this Ebas« 
»to gain control of the future development of power in the Columbia Ri 


te purposes, to dictate the price of power, to determine what ir 
» admitted or be kept out of Oregon and the other States, 
determine what jobs Oregonians and other northwesterners may have, to ¢lat 

on Oregon, Washington, Idaho, and Montana, a grasp over economic desti1 
like the Southern Pacific once held over California, and like powerful companir 
no have in parts of the United States over the lives of people in individu 
company towns I do not want to see the entire Northwest become an Ebas 
colupany town 

The Northwest Ebasco utilities right now reach into chambers of com 
into newspaper editorial policies, into the newspaper values that open or clo 
on slanted news, into everyday firings of ordinary individuals from their jol 
when those individuals try to express their rights as free Americans to suppor 
Federal dams, like Hells Canyon Dam. 

This is going on right now during the early stages of what appears to b 
a conspiracy to form into one group most of the private utilities of the Nort] 
west uncer the Ebasco label, directed from Wall Street, to weaken public powe1 
agencies, to absorb them steadily until one power monopoly remains. Som 
municipal systems may be permitted to survive with an independence moré 
apparent than real 
At this appearance, I merely wish to recite a few highlights of what is goir 
on so that you will feel confident that the subject is worthy of your earnest 
ttention 

Exbasco Services, Inc., is a subsidiary of the Electric Bond & Share Co., whii 

what the initials E-B-A-S-CO stand for. Until the 1940's the parently direct 
controlled the largest group of utilities in the United States. 

Under the Public Utility Holding Company Act of 1935, Bond & Share distrib 
uted its stock holdings, and the various member utilities were regrouped 
and supposedly turned into independent utilities 
However, Ebasco continued to operate as the accounting and engineerit 


Basin for privat 


i 
dustries shall be 


a 


brains of Bond & Share, and continued to service the old Bond & Shar 
companies basco is the coordinator if not the director of the two utility 
groups in the Dixon-Yates deal, as was brought out by the Senate Judiciary 
Subcommittee hearings. These two utility groups in turn control the power: 


business in much of Arkansas, Louisiana, and Mississippi 
E}asco built the Joppa, Il, powerplant to service the Atomic Energy Co 
mission and did so bad a job that the Comptroller General opposed havir 


Kha build the proposed Dixon-Yates powerplant. 
KMbasco is the engineering brains of the major private utilities in the Pacifi 
Northwest It does the work for Pacific Power & Light Co., which has busi 


in Oregon, Washington, and Montana; for Idaho Power Co.; for Washing 
ton Water Power Co.; and for Montana Power Co. All of these companies are 
former Bond & Share subsidiaries and I call them what they still are 

Ebases companies 


EBASCO AND PACIFIC NORTHWEST GOVERNORS 


Ebaseco has literally taken over the job of river planning for the United 
States Governinent in the Northwest, and of power planning for the Governors 
of Oregon, Washington, Idaho, and Montana. 

basco is thereby in a powerful position to influence what will happen 
power developments on the Columbia River and other power projects in tha 





basco has been displacing the Army engineers, the Bureau of Reclamatior 


and the Bonneville Power Administration which have been up to now the 
servants of the public interest 

This was done in 1953 and 1954 through very adroit maneuvers. 

First, Ebasco has for years been consultant and engineering firm for the fou 
Northwest utilities IT have named. Second, these utilities through Ebasco have 
for years employed the man who has acted as coordinator of the Northwest 
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i ov 


er pool, a Mr. ¢ owgill. He works in the building of Ebasco Pacific Power & 
t Portland. 


he Northwest power pool guides the management of all the dams and rv 

power plants in the Northwest under a sort of informal cooperative 
nent. Until Secretary McKay took over the Department of the Inter 
ig influence and largest contributor in the Northwest power pool w 


eville Power Administration It didn’t matter up to then that the 


utilities had their own man doing the actual coordination work Le 


ject to engineering leadership from Bonneville and the 


other Federal 


the Army engineers and the Bureau of Reclamation, handl 


t's dam Grand Coulee, Bonneville, and Hungry Horse 
Secretary McKay’s Under Secretary, Ralph A. Tudor, announced afte 
ffice in 1953, that Bonneville would cease to be a planning and guiding 
f power developments in the Northwest, and that local utilities would 
ay 
ight. The local Ebasco utilities did take over An Ebasco utility 
the Idaho Power Co., opponent of Federal dams, especially of Hells 
Dam, has a distinguished attorney, Mr. R. P. Parry He also was at 
d advis for the former Governor, Len Jordan, of Idaho, then a men 


Columbia Basin Interagency Committee. 
PHE GOVERNOR’S POWER POLICY COMMITTEE 


vernor Jordon proceeded to organize, in December 1953, with himself as 
new governor’s power policy committee to take over the planning of 
developments in the Northwest. And with the aid of the Governors of 

Washington, and Montana, he set up machinery including an engineer 
nmittee to do the actual planning, 

do the coordinating work for this engineering committee, the 
ted another Ebasco man to be employed, a Mr. Jack Mosely. 
advised that he is paid for his services not by the governors, but by 

ud he works in the Portland building of Ebasco Pacific Power & 


rovernors 


thus in strategic positions in the Northwest 

ering plats for the four Northwest Stites. The 

ed and stopped planning new projects. Ebasco 
happened next. 

oO became 


power pool and the 
Federal agencies re 
moved forward. Here is 


® prime mover behind the proposed Columbia interstate com 
he plan to divide up the waters of the Columbia River between the States 
set up a commission representing the States, to review and recommend 
Idaho’s Governor Jordon appointed as Idaho chairman of the 

ion to the compact Committee none other than his attorney friend, R. P 

the counsel for Ebaseco Idaho Power Co. 

Ir. Parry became a powerful force in drafting that compact 
er persons on the compact committec but 


S projects, 


Of course, there 
Ebasco had a dominant and 
controlling position The compact came out in such form that power 
ver projects proposed for the Federal Government had to be reviewed 
ssed on or vetoed by the compact commission, but private utility projects 
ompletely escape such review. 
tan ingenious arrangement to use the compact as a means of blocking any 
dam—such as Hells Canyon Dam—and giving the green light to any 
utility project. That was the masterful work of Ebasco. And so Ebaseco 
was inside the Northwest Power pool through its own employee It had 
of the engineering work of the Governor’s Power 


Policy Committee 
its own employee 


ry 
d removed the Federal agencies from the scene as planners of projects, 
id put them in the bleachers where they were out of the game. And finally, 
co had put a gimmick into the Columbia Interstate compact that would 
ind delay any Federal project, while letting Ebasco 
\ll that remained now was for Ebasco to have one master corporation 

rk on the particular projects wanted by the Ebasco utilities 


t 


favored projects go 


ERASCO’S PACIFIC NORTHWEST POWER CORI 


so the key Ebasco utilities formed a new giant power corporation in 1954, 


ifie Ne rthwest Power Corp., including Iehasco W: shingtor Water Powe 
isco Montana Power Co., and Ebasco Pacific Power & Light 
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itself, Green Pete Al then the Portland General Electric and } 
Power & Ligh re eS O , the giant J 
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s] } passed the prev end for ears autho 
e Federal G niment te Rapids Dam and to enabl 
( I state agel i © if 
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tington Water Power—provided the dam actually were built. 
If necessary, Ebasco intended to bog Priest Rapids down in a swamp of law 
t] t would never be built, except on terms that would help the cba 
Phe Washington State Supreme Court recently decided that t 


influenced Washington State Power Commission couldn't build P 


mt that a small publie utility district could take a try at it rt} 
g appear to be a defeat for Ebaseo, until you ask the question, how w 
ublic utility district get the financing from Wall Street to build tl 
tT 7 
It can only do so by getting contracts to sell the power And it ean only 
ower if the rate is low enough and if the power can be carried over tl 
transmissic ine to the customers So Ebasco has lots of time on its 


le to block any of these contingencies and to see that a public power agen 
builds Priest Rapids Dam 


the meantime, the fact that the “partnership” Priest Rapids bill has hee 
ISSt v the Congress, gives the Ebasco utilities the paper precedent to wo 
her partnership bills—such as Green Peter and John Day—-where tl 
co utilities will take all the power. 
ERBASCO MERGER ACTIVITY 
QO nother front the Ebasco utilities have proceeded to strengthen the 
lancial position through the old-fashioned path of mergers. Ebaseo Pacifi 


ver & Light merged with Mountain States Power Co. last venr and is nov 
i e opportunity to swallow Portland General Electric. 


Ehasco Washington Water Power Co. started a stockholders’ fight in 1953 


merge with Puget Sound Power & Light Co. in the Seattle area and is st 
: fic} 
Back in the 1 ds of those who know the meaning of the merger ambitior 
the plan of 1946, disclosed hefore the Securities and Exchange Commissio! 
Eh 0 Washington Water Power Co. to merge with Ehasco Pacific Power & 


tht Ce Chat ] may no longer be necessary now that a new Ebasco giant 
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elv Pac ‘ Northwest Power Cor} 4 if Pacific P I 
VV hington Wate Power Ci Moi ae er ¢ nd Port 
d cite the se of individual public ver encies having th 
'] indized by Ebasco Pacific Powe Licht 1) \\ 
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Ibasco Idaho Power ¢ yg { REA re oO 
Idaho 
, all adds up to one story Ebasco utilitic ire ving ii n 
ede! “a3 power developments on the Columbia, except where Ebasco utiliti 
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or Federal agencies nd the hw E ¢ el 1 ko 
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rwise would by kederal site 
of Eba in the Pac Northwest is old I 
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This sort of thing led to ctment of the Federal Water Pow \ 
4) It le the Pub Utility Holding C« Let of 1935 It le 
of the Rooseve ind Th t hat | k 
po 20 years 
now, the doors are wide open in this administration to the monopolie 
’ to that arch-monopoly, Ebas« The At Energy Commissii 
e Bureau of the Budget are working for Ebas Dixon-Yates to hire 
to build the Dixon-Yates steam plant that aims to strangle, if not dest1 
VA. Ebasco is in full control of the partnership ] er ! the Pac 
hwest, and of the wer thinking of the governors of fe State including 
et to sa the Govern of Oregon 
ve ketched the hig ghts of this Ne hwest El) CO ¢ rr | g 
ito ind set hat it ge the fu ght ‘ You w 
vy be he » mill CO] in the Northw thi 7 
( You | be helping the entire Nat to ain control of its Ww 
~ tor Morsr. But Ebasco operations n the spirit 1f not in the 
rf rE lectrie Bond and Share itself—are not restricted to my re 
Ry CO WaS a guiding spirit ot the Dixon Yate combine. It 
proved that monopoly instruments are not only dangerous but 
ent in the “services” it provided at the atomic energy installa 
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Monopoly in the atomic energy field: The apparei theory of sé 
t ¢ f the bill dealing primarily with atomiue eneray that the 
f atomic energy for heat eeneration, which in turn used to 
erate electric power, is not a utilitv function. The very purpo 
f the bill is to enable utility and chemical corporations to combin« 
produce electric power from atomic energy. 
ine attempted exemption of atomic produced heat, the step hefore 
ect power production, is analogwous to the recent leo) lation te 
xcept wellhead aa production from the jurisdiction of the Feder 
ower (Commission. The main difference is that atomic energy 
nite ly more Important. . 
In all sincerity, I say that the argument on the gas bill sub 
ommittee chairman, Senator Pastore, was among the finest I have 


heard in my 


11 years in the Senate. 
hill about the necessity of regulation 
ed for interstate commerce applies 
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ductior of he if trom the atom for electric power. Giant utility Ce 
binations at the very source of atomic energy production pose a o 
threat to the ant imonopoly poli cles Which have been an article of 
of the free enterprise system since the days of Senator Sherman 
Lheodore nee velt, 

Of course, the production of atomic power will require large iny 
ments of pert for the foreseeable future. This may require, 
certain cases, a combination of companies. But we shoul i not aban 
one of the few safeguards we have by g 
exemption from the scrutiny of the Securities and Exchange C 
mission under the Public Utility Holding Company Act. 

As it is, a few large corporations have a tremendous technolog 
edge over all other potential competitors because of their partici 
tion in Government atomic energy research. That in itself pose 
threat. We should not compound the tendencies toward monopoly 
= from legislation designed to protect the public fro: 
combinations 


oranting such combinati: 


so large as to impair the advantages of localized management, efficient manag 
ment, and effectiveness of regulation. [Emphasis added to language of 
tatute 

This legislation will not do what is claimed for it. The recent he 
ings of the Joint Committee on Atomic Energy show that private 
CC rporations will not 20 forward with atomic enere’\ developme 
‘or peacetime purposes unless the Government somehow insure: 
against risk. That is one of the major hurdles, if not the princy 
one, to further progress toward commercial power from the atom. 

Phis bill would insulate giant combinations of corporations fr 
the Pubhe Utility Holding Company Act limitations once the te 
nological problems are overcome by the Government or with Gove 
lent subsidy against risk. 

(Commissioner Murray of the Atomie Energy Commission stated 
clearly the {ix we are in. Private capital has not pioneered 
mercial power production and we stand to lose this most important 
race with the totalitarians who threaten the free way of life. 

In 1954, Congress was told that the Atomic Energy Act as reported 
ind supported DY the administration was what was needed to liberat 
the ato for development by private enterprise. That liberati 
supposedly had to include patent provisions that would tend towar 
monopoly control. 


\y pare ntly the Atomic Knergy Act of 1954 was not enough. Noy 


fi 


the utility and che mical corporations, already favored by participa 
tion in the G overnmnt’s weapons programs, already favored 4 he 
slow farting pilot plant program, already favored | V aia: be 


patent protection of the 1954 law, already favored * the quick tax 
teofl giveaway program, need more. 

And every need expressed is a departure from the principles of 
self-reliance and competition that are the strengths and distinetions 
of the free enterprise system. 

\tomic energy : assuredly a special case. It is so special, its im- 
port ince so great, s potenti: alities so vast that the least we can do 
is insure that the basic protections against monopoly of existing laws 
be observed—and I would add—strengthened. 
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Mr. Chairman, in brief, that is the statement I wish to make on the 
l have, as | say, Lhe Leslimlony that | wave on the Llouse side on 


eneral problem some time ago. ] Waht to SY that ] intend 
the Senate Lo WOrk In cooper: ition with this committee in seek 


_—* 


to work out whatever modifications im this bill are necess;: ary to 

omplish what | think are the essential Suteguards about which 

il ve testified here this morning. 

I am seared of this bill. I am scared of this bill because I am 

fraid ol the very dangerous movement in his country toward a 

renothening ot monopolistic meroers., 

Senator Pasrorr. I share that belief, too. However, I don’t speak 
much on section 5 of the proposed bill because that is a field 

here there is a tremendous divergence of point of view. 

{ noticed that the Senator has very ably said that it is a situation 

iifects his part of the country, and he has made an argument 

inst that part of the bill. 

Of course, speaking about apprehension, the thing that does con- 
me creatly is this progress that we are m: aking along the lines 
developing the atom for the generation of power. 

Senator Morse. Or lack of progress, 

Senator Pasrorr. Or lack of progress, the slowness of the progress 
we have heretofore made. I know that the Russians have imit}- 

lacrash program. They are pretty well on the way. Of course, 

r whole industry iS reoimented. 

In England, of course, the industry is nationalized and there the 

vernment decides what they are eolIng to do and they oo forward 


= 
GQ: Tt. 


spirit In passing the 1954 atomic energy law was to more or 
timulate actively among the industry, and those were the argu- 
hts made on the floor. Some of iy colleagues, realizing the ith 
e interest that I have in the welfare of the const:ner, were sur 
ed at the position that I took. But I took that position honestly 
incerely because I feel that it is a job that private industry 
do and can do. 
liow far we should go in promoting te ndencies that might lead to 
opolies, that is a question that is open to wide debate. ‘The thing 
concerns me, of course, is that at best we are now standing in a 
ion where the disparity between the production, or the cost ot 
ectricity through conventional fuels and that of atomic energy 1s so 
le that there is no attraction to pl ivate industry as such to under 
( this experiment. 
N iturally ‘ they are using’ stockholders’ money in doing the research 
development that is necessary in order to reach that point of prac- 
lity which the law provides before you get into securing licenses 
the manufacture of reactors and the production of electric power. 
We haven't made too much progress. One of the questions that 
raised and one of the obstacles so ably pointed out by the d 
nguished Senator from Oregon is the question of insurance. It is 

mall question. It is a very, very large question. Up to now we 
iven't been bothered by it because previously, all of it was done by 
overnment contracts and the Government assumed the entire re- 
mere 

When it comes to private industry, of course, to undertake that re 

ponsibility the caleulated risk in the minds of some is very great. I 
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heard one man say that even if a reactor were built tomorrow 
would not load that reactor. That kind of thinking and that at 
tude. of course. frightens me because if we don’t lond these reacté 
we will lose this race to other countries and we can’t afford to 4 
that. I think much of the future of electricity and much of o 
relationship nation to nation depends upon the good will that car 
stimulated through this use of the atom for peaceful purposes, 
was enunciated by the President in 1953 before the United Nations 
The argument is made—and I submit this argument to you mere 
to provoke yout thar kine on the matter that this is not exactly t 
kind of an abuse that was intended to be reached by the Public Util 
Holding ¢ ompany Act. Thisis something more or less 1n the revers 
This is not an idea to allow one holding company to become an e 
nomic Mant oy oOWhINng Many oper ating compat nies, but this 1 Is mere 
vehicle bv \ hich sever: al oper: ating companies within a revion 
participate In a COMMUNITY enterprise in order to vet in somethir 
fit the consun 
and the investor: that the will own all the stock in this one venera 


O plant, that all of the current will be sold to them—I am speaki: 


that thev ennnot do alone. in order to ultimatelv bene 


on section 4 now, of the atom energy that it is all their money t} 
they are putting into the purchasing of the stock. 

(Of course there might be refinan he necessary to get into tT! 
capitalization. That s their point, and it makes a tre Tao 


mount of commonsense to me. T said yesterday I want to do nothing 
re that will disturb the spirit of the objective of the Publie Util 
Holding Company Act because if I noticed that for 1 moment durn 
the progress of these hearings, I would gracefully withdraw as 
sponsor of this bill. 


| am fundamentally interested in section { ot th » bill. That is 1 


ii¢ 


Pp rt that intrigues me most heea ise of the « xperie nee that ] have | 
this field of atomic energy. 

Phe reguminent is that it will be 10 o 15 vears before there will | 
an practical application of the atom with reference t o the comnpetitiol 
that it must undergo with the use of convention: fuels. 

| iW argument is that it is a discouraging field at best as of t! 


moment, 

They say if we must come in and subject ourselves to this act whe 
WW 9ve alread hee} » | led nda tha ae x 1s y) | the iol If 
we have already been exctuded under the act we cannot do the Job. I 
we are to subseribe to all the standards set forth under section 11, wi 
are afraid that in view of all the other obstacles we have that this fur 
ther obstacle might deter us in further risking the investment that is 


necessary in the using of the stockholders’ money. That is the argu 
ment that is being made and that is the argument that we have to hear 
If there is an ulterior motive here we are perfectly willing to find 


] 


it out. On the other hand, [ am pretty much convinced that we 
haven't lifted this whole program of progress or research and develo} 
ment in the peaceful use of the atom otf of the ground. I am very 
much concerned about it. Private industry has many plans but the 
eround hasn't been broken. 

\s far as I know, we have undertaken one project, the Shippingport 
project which is actually under construction for the operation and 
manufacture of electric power. But outside of that there is nothing 


The Russians 
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Senator Pastore. Yes. Now the big question is, how do you attract 
istry in this field where at best for the next 10 or 15 years there 
, be research Ol development, where 10 1S recogn zed that any 
that is manufactured to Lay by the use of the atom is m Ly be 
es more expensive than conventional current / 
low ado we attract these people nto this field if we are going to be- 
» tell them that anything they do is alone the lines of creatine a 
nolv? That is the thing that concerns me. 
d lam a consumers man, as the Senator well knows. 
- tor Morse. I will make three quick observations, with a com- 
pen mind. Jam just thinking out loud. 
\ he 1 the final die iS Cast. my final decis on 1S golIng to be based on 
record which you make in these hearings and which we make in de- 
ie floor of the Senate I think this point ot view of mine should 
itter of record. 


mply not in favor of any program that takes away the Securi 


d Exchange Commission surveillance over the plans, no matter 

it 1s one monopoly acting as a holding company alone or a 
I nonopolies in some kind of a joint arrangement. I think it 
mportant that the surveillance power of the Federal Govern- 


nder our constitutional jurisdiction, be maintaine 


Secondly, I might share this difference with the Senator from 
de Island as to the part that Government should play n this pro 
this time—not for the long-run, any more than for the long- 

vas our intention or desire to have the Government maintain 
vernmenta monopoly control over ynthetic rubber. But we 
t have developed it in my judgment and got it on to an eco- 
basis so that it can be used now for civilian production without 
that the Government played in the development of that pro- 


mor 


‘ 


\nd so I suppose it is true that in my thinking I go further than 
me of my colleagues 90, maybe further than the Senator from 
de Island would £0, in what I eall the Government’s respons bility 
( development on a cooperative basis with industry of this atomic 
gy program for the time being. Mavbe 10, 15, or 20 years. 
Senator Pastore. |] agree with you 100 percent, 
Senator Morse. As the Senator knows, whom the atomic enerey bill 
ne to the floor ot the Senate in 1954, the record will show that the 
ority leader took the position that we should enter into a unani- 
consent agreement to vote forthwith on that bill as it happened 
in the Hlouse of Representatives. 


| hill had gone through the House of Representatives with prac 
VY ho debate. As the Senate knows. I felt that there were come 
mportant amendments that ought to be added to the atomic 
ey bill and when we urged time for debate and met what. in my 
gment, was a steamroller parliamentary tactic, at the time to either 
» the unanimous consent agreement or start talking, and we 
ltalking. We talked, I think the record will show, for 13 days 
Gnights. The result was that we got added to the atomic enere 


1954 amendments that never would have been added if we hadn’t 


‘ ll- ] a7 . 
LALIKINO, And we at least laid the ground work there for at 
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least some governmental jurisdiction over the atomic energy progra 
h of which we would have lost of that bill. in its original form, } 
been steamrollered through the Senate on that first day when it ea 
to the Senate and they wanted to vote on it. 
Senator Pasrore. If the Senator will yield, one of the substant 
arguments that I think can be made in defense of the position of s 
who after all had worked on this entire field, as I in full humility 


Senator Morse. You certainly did. 

Senator Pasrore (Continuing). I voted with the Senator on t} 
uestion of this time of patents. But the fact of the matter is th 
from a very realistic and practical point of view, much of that h 
been wasted, too, because wh ether you Ut ake ! 5 or 10 years the pom t \ 


were trying to establish on the floor is that this field is so new t] 
even 11 you allow this period to be extended for 5 or 10 vears nothin 
will hap pen in the me antime and, of course, things have come to pa 


just to prove that exactly. 

We have made very little progress in this field since that law w 
passed in my humb le opinion. ‘There are some who think we ha 
made treme ndous progress. 

Senator Morsr. I don’t think so 

Senator Pastore. You must measure it by ——— I dare sa 
that if this attitude continues I am afraid th: we might lose the co 
test to Russia and that will be a henetbie: ine for the Americ 
economy. 

Senator Morse. That is what frightens me. 1 think we are on t!} 
road to doing that now. I am not concerned about motivations. 
am ol ly concerned about effects and results. Then we can judge afte 
the effects and results are before us what, if any, the motivation 
might have been. But they still, in my judgment, are the least in 
portant items to consider. 

It is the effect of this bill that I worry about. Because, you see, 
I happen to believe that the Government should be a very active pal 
ticipant with these private companies for some years ahead in develo} 
ing these plants, and at a certain amount of taxpayer expense. | 
doesn’t concern me a bit if it is going to result in the long run in the 
promotion of the general welfare to have the Nation as a people pay 
substantial share of the bill. 

Take the insurance risk problem, I can well understand if I were 
tockholder in one of these companies that I wouldn’t want to see my 

pital risked as they tell me it will be risked if we proceed now t 
activate one of these reactors and the possibility or great probability 
of damage resulting that will be established by way of legal processes 

Senator Pasrorr. The probability isn’t so great. It is the possibility 
that is there that they have to assure themselves against. Our exper 
ence has been, of course, over all these years that we have been activel) 
engaged in the manufacture of weapons through nuclear fusion and 
thermonuclear fission that we haven't had accidents that private 
dustry Is somewhat ap pre »hensive ee 

But after all. as a ee ite industry, it must insure itself against 
that possibility. While t! e possibility is very very remote, it is there 

Senator Morse. You are on the Atomic Energy Joint Committet 
and you know much, much more about it than I do. IT made my con 

ment only bee ause my informants have advised me that the nucleal 
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to whom the companies have turned to date have vid that 
ery serious risk. And it is so serious a risk that these companie 
nt to take the chanee. 
lon’t think as Jone as they vet that kind of advice that th 


| be asked to take the chance. 

ink there is the Government function that ought to be played 
point. And then, as I say, I don’t think some of my colleagues 

me with this, but in my judgment I think we ought to do it: 


with tl e develop 


next Tew years, as we did ll in connection With th 
or the rubber plants, as We have done It ih connection wit! 
scientific findings in other fields. I think the 


in there building plants, too. Call them pilot plants, Ol 


»(rovernment 


t fo pe 
\rs ‘) + t| 1] t | 1 1 ty 
¢ you want. [am perfectly willing to divide up the country 
e so-called pilot pla ht oper ition by the ¢ Government, cooperating 
private mdustry in the operation of t » plant maybe for 10 o1 


until we can get this eost down - Way ot the expenditure 
funds so that it can be turned over at a profitable basis to 
enterprise in the long run. And I think unless you bring in 
nment construction program, a (vovernment participation 
with private industry on this, that you are 


i). cooperating : , 
already falling behind England. 


oe to fall be ‘hind Russia, as you are 
ould rather make that ap pore li than make an approach that 
ike by way of this bill that seeks to set off here a body of Amer 


ness with certain special exemptions under our monopoly 


Ol laws. 
Senator Pasrore, I quite agree with the Senator that we are deti 
it the crossroad. We must determine whether or not private 
ry is going to do this job, or whether the Government is going 

ie JOb, but the job has to be done. 
‘ itor Morse. Or both. Mine is more of a middle ground position. 
itor Pasrore. The question that we are trying to resolve here 
private industry iS willing to do it, what are the road blocks 
» other hand, if it becomes the sentiment of the Congress that 
(rovernment of the United States should more actively engage in 
we should determine it quickly and get the show on the road. 
senator Morsr. I agree. ‘The record should show that I am one 

er of the Senate who feels that the Government should be a 

more active partic ipant in the development of the program 


along with private industry, rather than the Government with 


/ 


ng from this field. 
senator Pasrorr. Do you have any questions, Senator Potter 4 
Senator Porter. No, | am sorry that I was delayed in getting here, 
itor. L will read your statement with great interest. 
Senator Morse. Thank you. ‘Thank you for your courtesy. 1 
ppreciate it very much. 
Senator Pasrorr. Dr. Dunning? 


STATEMENT OF JOHN R. DUNNING, DEAN OF ENGINEERING, 
COLUMBIA UNIVERSITY 


Mr. Dunning. Mr. Chairman and members of the committee, my 
John R. Dunning. I am dean of the engineering school of 

ib a [ hiversity. j have been engaged 1h nuclear science studies 

iy years. In fact I was the first one to work with neutron 
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| ed State eoinnineg back in 1932 In 193¢ 
i retive ( ClO} r the first cycioneutron at Columbia and 
to ae frat ranlum on in the United States. 

a ( Prof. L. Meyer at the University of Minn 


ly the t to demonstrate the fission of uranium U-2 
i my colleague, I l. Boot 1, and subsequently Dr. Libby, w! 
i ( ] } t1¢ here for a moment 
Senator Pasrors. Whom we all love and admire. 
VI DUNNING. | undertook the deve lopment of the was diffusio 
for the separation of uranium 235 which led to the plants 


Ldlee, nn.: Paducah, Ny.: and Portsmouth, Olio. 
S the end of World War II I have been participating exten 
e cdevelopme of nuclear energy for peaceful purpose 


different groups in the Government and in industry an 
es, and have endeavored to keep fullv informed in the many 
lopment projects that are going on today. 


ould like to testify with respect to the general experiment 
{Ss of} il] ot the present atomic } werplants nm vel eral, and the 
particularly one that is up for discussion here this morning 
der reactor pnrovect of the Powe} Reactor Development Co.., 
that isking for the Publhe Utility Holding Company 
I Line ed to assure that it | iS men bers are tree fron 
diction under that act by reason of participation in the project. 
Ac a ‘nt I am in complete agreement with the thought that 
ear materin iltimately will be developed to the point where they 
ised in the economic generation of electric power. But that 


e is clearly not here now and much costly experimental work must 

( He fore it time urrives 
\\ le we have a full understanding of the science of nuclear fission. 
broad sense. and have constructed large production reactors fot 


\ton Ienergy Commission facilities, we are only now undertakine 


desion and construction of large ze reactors for power genera 
Phere 1s no question in my mind that the reactors which are 
yx planned will work and produce heat energy. We must keep 


nd, however, that these reactors will be first models. J hey will 
neorporate many new design features which have never before been 
|. ad eerta nly not really tested on this seale. 

It inconceivable that such novel devices, while they may work as 
rform ina manner sufficiently satisfactory on the first 
round for any widespread use in the power industry. Just as present 
Ly power generating plants, boilers, and turbine generators are the 
esull in evolutionary process during the past 75 years or more, 
ry started the first central station on Pear! Street. in 1883, 
ind phvsieal features of power reactors must go 


oug ibst il period of painstaking development over years 


| deen 
More it rtant, perhaps, are the scientific aspects of utilizing nu 
e fir We have here an extremelv co} iplex problem in that dif 
typ f reactol ise entirely different. tuel vstems, and that 
dline fuel reprocessing systems provide a mayor key to the 

ne tilization of atomic powe} 


While some older reactor concepts utilize natural uranium as the 
ie new designs in the United States depend primarily upon 
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} } ’ } ] 
~ usedd WIth wiclely Varving degrees of enrichment, produced 


\tomie Energy Commission gaseous diih 


o ision plants. There ar 
unlimited possibilities, some of which may be quite uneconom 
Lothers m ay be highly attractive. No one knows the final answers 
hey in be determined only by tl lone process ot trial and erro) 

ually building and operating full-scale installations 
ie breeder reactor mM which Powe) Reactor Development Co., and 
I adeeree most ot the other atomie reactor projects are ih some 
at least involved. but the Power Reactor Co. 1s one of thie 
advanced types of renetors from the standpoint ot breeding fo} 
al econonne power. Breeder reactors, as vou know, theoret 
‘ave thr POSstbD lity of utilizine ill ot the potent! | AY iu eneroey 
enr materials rather than only a small part OT 1t. aS GO Hans of 
types unde consideration. 
| Itimately, breeder reactors should make possible a highly efficient 
r generation mdustry, and in a sense be essentially Independent 
Government atomic tacilities im its mitial pl ase. Chis isa vol 
the entire world seeks today. 
the re eS which are proposed are essent ally conser itive i 
on and | beheve that these reactors will work and such reactors 
; idvanced breeder t ; vpe will undoubtedly accomplish ome breed 
the data which [ have examined show that the cost of the rea 
too high to permit the generation of electricity on a commercially 


Phe renetors therefore are designed to permit. further developmet 1 


‘thev are in operation, and to provide know el and experience 
development of second mind third Veneration reactors which 
‘h this economic competitive position ak vour chairmar 


ist spoke I) about. 


oe 


rtainly these projects are experimet tal and developmental pro] 
fullest sense of the word. 
l are familiar with the very laree cost of our Atomic KEneroy 

( HbISSION developmental activities. Reoardless of the Commis 

‘s activities, and in full cooperation with them. industries must 
up the atomic dev lopment work and, properly, industries should 
irrving the brunt - the work as we look forward to the future. 
Llowever, the costs are extremely high, and it is only reasonable that 
ips of organizations heat | pool their efforts. More Importantly, 
{ rough cooperation and group e ‘tlorts, much faster progress can be 
le. “This is because primarily it is possible to bring a much broadet 
telligence and experience into the effort. 

( ertainly one thine isclear: We need to maximize the cooperation ot 
the teehniea 1] groups in this country if we are to achieve the progress 
t your chairman and Senator Morse have just spoken about. 

We now have a number of reactor power projects and also atom 

tor research projects underway in this country. All of thes 

ll benefit the country. All of them many of them, essentially all 

based on cooperative development. j 
Che breeder reactor project we are speaking ot is an) adva ed 


\ miple of such cooperation wit] Limany, many compat ies Involved of 
‘ly different backgrounds 


t 


O2gd ) 
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From the standpoint of your committee, Mr. Chairman, it wou 
seen very clear that we need to encourage in this country the Ve 
maximum possible cooperative efforts of industry and the Gove 
ment. It should be made possible on one hand, and indeed be 
couraged by the Congress in the national interest if we are to achi 
tre coals which we set fo h. 

senator PASTORE. Protessor, may | ask you a question : Did you 
tend the International Conference at Geneva last year ¢ 

Mir. DunNinG. No: I was not at that conference. 

Senator Pasrore. Are you familiar with it 4 

Mr. DunninG. Yes; Lam very familiar with it. 

Senator Pasrorr. Were you somewhat impressed by the progr 
made by the Russians in this particular field ¢ 


Mr. Dunning. Yes. Very definitely so. I think all of my e 
leagues—many of my colleagues were there. I think all of us w 
mdaeed very much impressed with the Russian progress. And ¢ 


is no doubt but what they are making a very high priority effort in t 
national interest in devel PIN, Nov Oo} nly atomic power for, in p rine ipl 


their own national use, but as a matter of international policy 

well, and we are in grave danger of by ino sm arege In that fiel 
Senator Pastore. If it Is the policy of the United States to allo 

private industry to undertake the brunt—that 1 a word that y 


used in your own statement, on page 4+—of the work that is to b 
done at this time, do you feel that we have made suflicient progre 
heretofore, since the passage of the 1954 law ¢ 

Mr. Dunninc. Mr. Chairman, I don’t believe that any of us in th 
country are really satisfied that we have made the kind of progre 
we snoulad. q here are Many reasons for it. To my Way of thinking 
we must lave both the wide scale cooperation ot industry, and Vo 
are golng to need the cooperation of the Government as well. 

Senator Pasrorr. But you are convinced, I understand, that what 
ever progress will be made of an effect of nature will only be the r 
sult of a community etfort. 

Mr. DUNNING. Very definitely. Certainly if vou are to enlist th 
full engineering and scientific capabilities of tl le country you have ni 
other recourse but to encourage industry. 

In fact, all the Atomie Energy Commission and all its own facil 
ties are ¢ ssentially using industry contractors in any case. 

Senator Pasrore. Therefore the common denominator in this en 
tire prob lem hecomes, how much do Wwe encourage or discourage in 


i 


dustry to undertake this responsibility 4 

Mr. Dunninc. Yes. And as a university man, encourage universi 
ties as well. We need the maximum of effort brought to bear in this 
field and the minimizing of all barriers—security, secrecy, actions 
such as are involved here where the companies are even perhaps afraid 
to cooperate in the national interest because of the situation in terms 
of this particular act that is under discussion this morning. 
Senator Pasrorr. Do you have any questions, Senator ? 
Senator Porrrr. I have no questions. 
Senator Pasrorr. We want to thank you very very much, Professor. 
Mr. Dounnine. Thank you. 
Senator Pasrorr. Commissioner Libby, of the Atomic Energy Com- 


mission. 
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STATEMENT OF DR. WILLARD F. LIBBY, ACTING CHAIRMAN OF 
THE ATOMIC ENERGY COMMISSION, ACCOMPANIED BY COMMIS- 
SIONER HAROLD S. VANCE; WILLIAM MITCHELL, THE GENERAL 
COUNSEL OF THE COMMISSION; AND LOUIS H. RODDIS, JR., THE 
DEPUTY DIRECTOR OF THE COMMISSION’S DIVISION OF REACTOR 
DEVELOPMENT 


Senator Pasrorre. Before you begin, let me tell you how hi: Lippy Lam 
ive you here, and I think Senator Potter shares the sentiment 
me. to have Mr. Libby, Mr. Vance, and Mr. Mitchell, General 
isel of the Commission, before us today. We have met many, 
times Oh various oceasions. | know ot ho three people who 
better dedicated to the cause of America than those eentlemen 
oe before us now. 
Ir. Linsy. Thank you, Mr. Chairman 
\ir. Chairman and members of the subcommittee, I am happy to be 
before your subcommittee. Chairman Strauss, as you know, 1s 
wallable and L am here as the Acting Chairman ot the Atomie 
oy Commission. 
uve been accompanied he re toda by Co In een Harold S. 
Mir. William Mitchell, the Gen neral Counsel of the Commis 
ind Louis H. Roddis, Jr.. the Deputy Director > the Commis 
Divisien of Reactor Development. 


\\ re pleased that this subcommittee has asked the Atomic Enerey 
ion to come before it and present its views on S. 2643 beeau e 
eve that the Public U tility Holding Compan) V Act of 1935, 
: bill proposed to amend that act, have important implications 
ir the program of the Atomie Enerey Commission under 
\tomie En Te \ Act of 1954. 

\ vou cee ite 1 undoubtedly know, the Atomie Enerev Act of 

ded a statement of the policy of the United States that 
; e development, use, and control of atomic energy shall be directed so as to 
vorld peace, improve the general welfare, increase the standard of 


nd strengthen free competition in private enterprise. 


Lresult of this statement of national policy, the Commission has, 
» passage of the act, had the peaceful use and application of 
itom as one of its rincipal goals 
\We have devoted ourselves, and will continue to do so, to the ex 
litious achievement of this goal so that all the people of this Nation 
benefit from this new source of energy. It is with this in mind 
we have come here today and it is in this context that the Com 
on’s views will be presented. 
d With your permission, I am going to take the liberty of asking the 
(reneral Counsel of the Commission, Dr. William Mitchell, to present 
Commission’s views and answer questions in regard to the provi 
ms of S. 2643 and the Public Utility Holding Act. 

Senator Pasrore. All right, Mr. Mitchell. 

Mr. Mircnennt. Mr. Chairman and members of the subcommittee, 
before I begin comments on S, 2643, I should like to make several in 
troductory remarks. First, we have been informed by the Bureau of 

Budget that it has no objection to these remarks; second, the bill 
a bearing upon a good deal more than atomic energy. The Com 
ssion believes that this broader impact of the bill is beyond its 
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Vimary responsibility and competence ~ we therefore propose 
mit our coInments to the SION fi ince Oo he bill only as it relate 
tomic energy. Third, I do not ] an to go into, detail with regard 


e technicalities of the Public Utility Holding Company Act of 1 


I do not A cat d to be familiar with all of the r: amifications of 
Holdin: npans Act and I believe that the Imiprcet of the bill 
e act’s rather com plex, interrel: ited provisions is better left to t 


xperts from the Securities and Exchange Commission. 

My comments will attempt to explain the Commiission’s reasons 
havoring the purposes of the bill as it applies to atomic energy, 
to delimit the breadth ot t] eS amendmet t we believe necessary to ena 

chieve the eoals of the Atomic nergy Act of 1954. A réswu 
f the Conmmission’s power reactor program, its present status, 


some facts about it will probably be the best means of indicating \ 
Commission has any interest at all in an amendment to the Hol! 


y Company Act. 
Phe enactment of the Atomic Energy Act of 1954 constituted a c 
essional declaration o f pohe v that the development, use, and conti 
rt atomic energy be cli rected s as to prove the veneral welfa 
erease the standard of living, land strengthen free competition 
private enterprise. To this end, the act provided for a program 
cond iting, assisting, and fostering research and development 
order to encourage maximum scientific and industrial progress, 
oral for the dissemination of scientific and industrial progres 
nd a program to encourage widespread participation in the deve 
opment and utilization of atomic energy for peaceful purposes. 1 
order to fulfill these mandates the Commission issued regulations pr 
ding fou licensing’ procedures, health and satety controls, and f 
the dissemination and safeguarding of restricted data. 
One of the most promising areas of peaceful applic ition of aton . 
ergy is in the field of reactor technology. Nuclear reactors have a 
potential for extremely varied uses: they ean, among other things, he 
emploved tor propulsion purposes, medic: il the ‘rapy, research 1 bot 
e physical and life sciences, production of spech al nuclear mate! 


d radio sotopes, treatment or processing of industrial materials ai 


consumel woods, and the veneration of electric power, The use 
nuclear reactors for some of these purposes is in the earliest co) 
eptual stages; for other purposes, such as propulsion of submarin 
here cost 1S not an Import: int factor, at ae one design concept has 
progressed to the point where it is in actual and os operation 
One of the most promising potential uses of nuclear reactors, but st 
very much in the research and deve lopme ht phase ‘ $e as a heat source 
for the commercial veneri ation of electric power. 
eons izing this 4 fact, the C ommission. prior { o the enactment of 
Atomic Energy Act of 1954, embarked on what we called the 5 ve 
power reactor development program. The purpose of this progran 
S10 aa and accelerate the research and development effort o 
different reactor tvp eS, all ot which ap ypeared promising AS he 
sources for electric generation facilities, and to build and operate 
full scale and { pilot pl: int facil ties based on these reactor concepts 
It was the Commission’s belief that these projects would venerat 
nough technical information and know-how so that private industi 
ould, at the appropriate time, proceed TO build privatel) finance 
facilities. based on the same concepts, with some assurance that the 
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ld be technically practicable, Phe program 18 Mie 5 a Ura 
PactOrily ana We have recently added two new reactor conce 


{ ( ow ‘ i ft ee 1 
With the enactment of the 1954 aet., 1t appeared that 1 time ha 


for industry to participate more actively (| aspect of 


energy program with its own capital. Many companies tl] 
l active is contractors In one spect ot the Commission poe 


m Ol mother, and some that had not participated at all. expressed 


e te participate. As a consequence, and in conjunction with t 
licensing program, the Commission announced the 
d of its power demonstration reactor program in January 
| essence, this announcement nvited propo ais trom 
p er reactol projects and offered « tain types Or a Istahiee 
Commission Now has pending ®} proposals under this first round 
uneement, Mm addition to 2 straight license appli it10 \ | 


bys) a On the ditlerent reactor concepts heine devel } eq wHndael 


ir reactor program. 


ree significant observations can be made as a result of the powel 
Onstration reactor program proposals, Kirst is the fact that the 
N lion saw fit to offer some financial assistance in advance. The 


for such an otlfer does not, | believe. refi ct on the techno 


] 


1Oo 


ICA yl 


} 
1 


ticability of the reactor concepts, nor does it indicate that the 

ole program was premature, One must keep in mind the difference 
ween technological and economic practicability. The former has 

een established, at least as to certain reactor types; the latter has not. 
(of course Wwe can predict, with a certain margin for error, the econom 
of different types of nuclear electric generating facilities, but we 

e not vet operated any full-scale nuclear electric venerating facility 
our predictions remain, at best, educated ouesses. These educated 
ouesses tell us it is not likely, at this stage of nuclear technology, that 
y of the nuclear electric generating facilities now proposed will be 
i 


lly competitive with conventional fuel generating facilities. To bh 


t ”™ 


ire, the technology is advancing rapidly and it may be that in the 
too distant future, modification of the presently proposed powe1 
emonstration reactors will make them competitive heat sources, 
Meanwhile, the Commission felt that it was desirable to offer assistance 
» stimulate private Industry to build the proposed reactors. Even if 
ey did not prove to be competitive, they could at least form the basis 
for technological advances which would make future reactors con 
etitive. 
Let us look briefly at the types of assistance which the ¢ ommission 
fered. It said it would entertain requests for the conduct of research 
nd development work in AEC-owned facilities at a reduced charge 
rat no charge. The Commission also said that it would entertan 
equests for the support of research ana development condueted n 
e proposers’ own facilities. Both tvpes of proposed assistance 
eflected the Commission’s recognition of the substantial amount ol 
eh cost research and development work remaining to be done before 
I] scale reactors, even ot technologr ally proven types, ( ould be 1) 
nd operated. Finally, the Commission said that it would entertain 
equests for a waiver of the established charges for special nuclear 
iterial, the reactor fuel, for a limited number of vears, Al] of these 


orms ot proposed economic assistance attest to the newness of 
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tex hnology, the magnitude of the sums required, and the econo 
risks involved in embarking in a partially proven industrial fi 


Che € ommission believed these ese were important to ma 


these undertakings suflhic ently attractive to Industry. Lhe Comn 

on’s job, and its —— is to see ae hew product of atomic ener 
dey ‘loped for the il vood: where certain types Of assistance a 
encouragement al oa sible and are not contrary to the pubh ¢ inter 


the Commission has given them, and we would hope that other a 


or agencies of the Federal Government would do the same to hi 


hieve this goal. 
This brings is to the second significant aspect of the Commissio 
power demonstration reactor program. That is, that 2 of 
rol na pose demonstration reactor propos: rls, 
, 


pel _ as Ivate-Visk capital, were made by — YTOUDS ot ubtlilt 


> il 


which were made 

ind industrial companies. This is also true of 1 of the 2 pend 
Stra shi ee app! Cations. It is our assumption from these fact 
that where large, full-scale nuclear electric generating facilities are | 
be built, aa d are of types hot vel proven to the pomt where the ec: 
nomics are fully known, industry \ ill. out of prudence, often attem} 
to spread the economic risks involved | \ the means of cooperatin 

ndertakings. 

The third slonifieant fact to be noted in connection \\ ith the powe! 
demonstration reactor program is that 2 of the 3 private risk-capita 
proposers formed subsidia ary corporate en tities for the ownership and 
operation of the nuclear facilities. While we can n speak with no re: 
—— regarding the reasons for this tvpe of organization, it se 
ably ‘ame about as a result of two considerations. First. such a 
organizational structure would tend to insulate pare nt companies from 
uni —— tort Habilitv; this consideration is obvi ous Importan 
! infant technology where, while the possibil ities of a disaster are 
extreme hy remote, the possib le ¢ ‘onsequences of such an accident are so 
serious that they cannot be ignored. Second, where there is group 
participation In an undertaking, the administrative advantages of 
subsidiary corporate organization are considerable. While insurance 
studies now being conducted may minimize the former reason for this 
( a ae structure, we e xpect that the latter consideration will 
be a strong factor ening a0 its continued use. 

As we understand the provisions of the Holding Company Act, it 
woul 1 come into play eh re a group of companies form, and individ 
ually own stock in, a subsidiary company owning nuclear electric 
generating facilities. While it is true that circumstances may exist 
where the act would not apply, such as where none of the parent com 
panies owned as much as 10 percent of the subsidiary ’s stock, these 
facts cannot be assumed for every case. We are also aware that there 
exist other possibilities for exceptions from the provisions of the 
a ling Company hat: such as for industrial companies under section 
3 (a) (3) or for appropriately geographically located and organized 

ilities under section 3 (a) (1) or 3 (a) (2). One of the Commis- 
oat Ss present power demonstration reactor proposers had its concern 
about the application of the Holding Company Act satisfied via the 
route of these provisions. Another proposer, however, has stated that 
obtaining an automatic and permanent statutory exemption from the 
Holding Company Act would be a condition to its going forward with 
its project. 
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we understand it. the problem Is not wholly one of certain com 

eS being unwilling to become subject tothe Holding ( ‘Oompa v Act, 
attitude [shall discuss presently, but may, under certain circum 

s, be a question of the legal inability of a company to acquire 

na nuclear electric generating subsidiary under the provisions 

tion 9 (a) and 10 (ec) (2) of the Holding Compal y Aet Aa 


ve have in the past heen ad sed by representatives of the SEC 
ly that the SEC could @ive no firm assurance that it could. 
ense, mike the required findings to enable such an acquisition, 
rut they had serious doubts as to its ability to make such findings 
me cases, This means that circumstances nav EXIST where a com 
v is barred, by reason of the Holding Company Act, from pur 
iting in such a joint research and development venture. 
' Porrer. Could [ interrupt? What are the provisions of 
and 10 (e@) (2) ¢ 
Mir. Mirengnn. The point is that section 9 says that a registered 
ng company May not acquire assets of an electric utility company 
C ess the Securities and Exchange Commission makes certain find 
Ipt os under section 10. And section 10 provides that the Commission 
not permit such an acquisition unless it can affirmatively find that 
roposed acquisition would tend to an integrated system. 


auto 


(he point is that some of these programs where a number of com 
fa are joining on a research and deve lopment effort do not involy 
na panies that are physically continguous. The very nature of the 
‘a ject is such that what we are looking for is information and ex 
rb erience, and obviously this will be equally useful no matter where 
al rtic Ipating ae ae a s loc ated. So that there may be some prob- 
mn em as to whether or not the SEC could make the finding on integra 
1c unless it can say that a research and development project is itself 
re tegrated because of the nature of it. 

Senator Porrer. And therefore they wouldn't be eligible for an 

Up xemption 4 

ol \iv. Mrrconeu. Yes, sir. 
1c Senator Porrer. Thank you. 

MS \ir. Mirenetn. Short of the situation where there is an absolute 
i] egal barrier, many companies will not wish to embark on such a joint 

enture if, in order to do so, they must become registered holding 

it panies. We understand that becoming a registered holding com- 
d v involves SEC control over a company’s capital structure and any 
"1c ives In it, SEC control over the acquisition of securities na ileee r 
st ets, SEC control over loan transactions, et cetera, all requiring, to 
n greater or lesser degree, the filing of additional reports, participa- 
se tion in hearings, and . general, increased administrative burdens and 
re eased flexibility of operation. Representatives of industry have 
he med us that they view this possibility as onerous and significantly 
mn discouraging. Industrials, such as chemical companies, who wish to 
~« ations in this program, would not normally be subject to the 
S- Holding Company Act. And, while it is unquestionably true that a 
mn ltitude of utility companies has learned to live with the require 
1e ents of the Holding C ompany Act, others have spent a good deal of 
nt time and effort to divest themselves of certain holdings in order to 
1e escape its application. 
th Senator Pasrorr. That is an important point that I think ought to 


be emphasized. The Public Utility Holding Company Act had to 








132 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


do with public utility companies. But now ifa number of non pul 
itility compan es, SUCH is the chemical companies that you have mi 
oned, ould beeome e} onged hh a joint enterprise, and 11) that 10 
4 a ] 1 ie l sal : 4 
enterprise the end result would be to produce heat which might 


ised for electrical generation, they automatically now come under 1 
ng Company Act, unless this bill were passed. 
MircHetn. Yes, sir. 


Senator Porrrer. They wou d become public utilities. 


Mir. Mirenece. That is one of the important elements in this vy 


| \tom Kkneroy Commission ‘ In ho position to evaluate 
ditv of the reasons leadine to th « labios attitude. But its ex 
e has led the Commission to its saaindianiions that an amendment 


e Holding Company Act might well remove an obstacle to Indust 
research mad developn ent projects for the nuc] 
neration of electric power. I have pointed out the extent to whi 

Commission has gone in offering financial assistance to provide e! 
uragement: the Holding Company Act appears to present a barrik 

hich finan Gal assistance al not overcome in all instances and wil 
the AEC, in moving forward with its program of fostering industi 
participation, cannot by itself overcome. We are mindful that the 
Holding Company Act will not impose such a barrier in all cases, | 
we believe it important that every avenue of encouragement, consistent 

th the public interest, be given to every segment of industry: th 
n our view, Includes holding open to industry «i method by wh 
every company, no matter what its geographic: al location, its primar 
business, or its capital structure, can participate In a cooperat lve 
nderst: anding, 1 in order to reduce the economic risks, for the research 
ind developmental phases of a nuclear power project without, fo 
that reason alone, being subject to the application ot the Holdin 
Company Act. 

Senator Pasrorr. Before we go any further let’s sort of ervstallize 
that on the record so it will be abundantly clear to all those who might 
read , 

We hadare present: itive of the SEC before us veste radi ay and he said 
ve don’t need the provisions of this because we have sufficient flexi 
bility within the law to grant an exception. We can carry out the 
purpose and the spirit of the act of 1954, the Atomic Energy Act of 
1954, and also the policy ot the country to encourage private industry 
to engage in this community effort in order to bring about a perfection 
n this art. 

The argument that you are making here is this: That there mav be 
instances where, under the provisions of existing law, the SEC might 
powerless to grant an exception for the simple reason that you 
may have a number of industrial companies who might become en 
vaged ina partnership or community project, and vel because vou 
could not show that that heat was going into an integrated system, 
that they, under the law. could not even Grant an exception. Is that 
the argument ¢ 

Mr. Mrrenenn, That is one of the possibilities, Mr. Chairman. 1] 
think in addition there is the question of industrial companies, Like 
chemical companies, not wanting to have to go before the Securities 


. 
} 
I 


and Ex hange (Commission and be subject toa continuing review. 
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senator Pastore. It has been called to \ attention by one of 
nen ibers he re that the Commission t: akes this position. This j Is 
it they say: “We think it clear from the language of section 2 (a) 
(A). w Eioh defines an integrated publie utility system, that Con 
did not intend to Impose rigid ae with respect theret« 
Lre vou pre pared to Mi ike comment on that 4 
Mir. Mi HELL. No, sir. I am only commenting from the basis of 
e (liscussions we ao had with members of the staff of the Seeu 
and Exchange Commission. I don’t think we have had any 
tive indications from them on just what their position would be 
this point. 
Senator Pasrore. At any rate, it is still ambiguous. 
Mir. Mircnenn. It seems to be; ves, sir. LT know of no clear resolu 
of the problem. 
senator PASTORE. At best, if that is possible, it ought to be clarified 
\ rate ¢ 
Mir. Mircuentn. We think so: yes, sir. 
Senator Porrer. 1 think the point you made, too, about a non-public 
ty company which has the talent to participate in a research pro 
ram of this kind, would be and is in many cases reluctant to par 
pate if they are going to come under the jurisdict ion of the SEC 
ibe listed as a pub hie utility under the Hol line C oOmMpany Act. 
Mie. Mircurns. We think this undoubtedly would be a deterrent. in 
nstances, Senator. 
senator Porrer. And of course the argument that the SEC has 
le, that certain exemptions can be made, if that be true it is difficult 


to understand why they can’t agree with the bill that will specifically 
tate that exemptions will be made. 
Mr Mrrenenn. It certainly would seem to be desirable. 


Q senator Porrrer. I would much pre fer to have it asa law rather than 
arbitrary power of a commission. 
“4 Mer. Mrrenece. And if there is any question it would be our thought 
t should be clarified. 
Senator Porrer. That is right. 


a Senator Pasrore. We have a staff member or representative of the 
Commission who attends these hearings. I would assume that they are 
Le taking note of these points so that they Way be referred back and 
1 =f ced. 
\ Mr. Mirrenenn. I have qualified my remarks by saying that the 
I C ( mission believes that every encouragement whiel is consistent 
: ie public interest should be given to industry. In havent 
re we note that the proposed bill provides for an automatic and pet rma- 
i e} edad from the Hol lin gy Company Act for both generat 
u d transmission fuaeilities. Looking only at the Impact of sue y ‘ul 
xemption on a generation and transmission of electricity produced 
ul from a nuclear heat source, we believe that 1t @oes beyond what Is 
probably necessary to achieve the Commission’s goal of increased 1 
it du trial participation in the research and developmental phaases. 
F rst, as to the permanency of the proposed exemption, the Com- 
I mission’s hope is that an exemption for the period during which 
‘ pa or eon reactor facility is being used primarily for research and 


development would be adequ: ite. Beyond that period, we assume that 
A naonia reactor facility will either have or have not proven to be 
technologie: uly practical and that the economic risks will be known. 
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Such an exemption would enable companies to cooperate while 1 
risks are unknown but would place nuclear generating facilities in t 
usual utility company pattern when the economic risks have beco1 
known. We realize that such a limited exemption might result 
some dislocation among the participating companies when the exemp 
tion period ended, but we would tend to view this as part of the pi 
paid = the knowledge acquired and we can see no reason for trea 
ing technologically proven and economically sound nuclear pow; 
facilities more favorably than any other electric generating facility. 
Secondly, with re ave ct to the automatic nature of the exe mption pr 


posed by the bill, we believe that careful consideration should be giv: 
to an amen ne sli would leave the granting of an exemptio 
to a greater or lesser degree, and its continuation, within the contr 
of the SEC "We believe that this could be accomplished within thi 


present context of section 2 (a) (3) of the Holding C ompany Act by 
establishing criteria for such an exemption in a subsection (C) of that 
section. Such criteria could, as a matter of statutory language, b 
sufficiently spelled out so that the granting of the exemption would 
be virtually automatic and its continuation de pendent upon there be 
ing no significant change of circumstances, or it could, by adding t 
the criteria a consideration of public interest such as now exists in sub 
section (B), be made discretionary with the Securities and Exchang 
Commission. 

Senator Pastore. Do you mean the time which the exemption would 
fix would be discretionary or would you fix it by a definite time? 

Mr. Mircnen.. We were thinking rather of the conditions unde: 
which the exemption would initially be granted. The criteria whic! 
would apply in determining whether or not there should be an initial 
exemption could be stated in the statute so that the Commission would 
have very little discretion. It would simply establish the facts. 

Senator Pastore. Would you leave that decision solely and strictly 
to the SEC, or would you incorporate therein consultation with the 
Atomic Energy Commission? It strikes me that while the SEC may 
be interested in one phase of financing or what have you, of course the 
AEC would be interested in the progress of the program. The left 
hand would have to know what the right hand intends. Otherwise, 
we are going to be in cross sections, because definitely the responsibil 
ity of the Securities and Exchange Commission is pretty well spelled 
out under the law. And you would expect them to be confined to that 
particular nutonens and responsibility. 

On the other hand, the Atomic Energy Commission has another 
responsibility. Naturally, there is a certain community of interest 
as between the two of them. But the responsibilities vary, and knowl- 
edge as to the progress that is being made, and the need for it, might 
vary. | ea -_ there again, speaking about partnership, there 
ought to be a greater liaison between the two agencies in order that 
you would reac > a proper conclusion. 

Mr. Mircnennt. I am sure, Mr. Chairman, that the Atomic Energy 
Commission would always be glad to render whatever assistance and 
advice it could to the Securities and Exchange Commission. I think 
it might even be desirable for some such mandate to be put in the bill, 
particularly on the question, if the committee should adopt our theory 
of limiting the exemption to the research and development period. 
Then I think the advice of the Atomic Energy Commission on how 





at 


AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 135 


this period lasted and when it would come to an end would be 
useful and almost, perhaps, necessary. 

Senator Porrrer. | would think that the Atomie E nergy Commis 
would have to make the dete rmini ition When the deve lopme nt or 
arch stage has ended and when the commercial features are para 

ount. 

\iv. Mircueii. I am not sure, Senator, that we ought to have the 

al determination because this might involve split responsibility. 

But certainly our advice on this point should be taken by the Securi- 
ind Exchange Commission. This might well be written into the 
tute. 

Senator Porrer. I can visualize that at a certain period of develop 

ent a reactor might be developed which at that particular time was 

mmercially competitive with other types of fuel. 

\ir. Mircuen. Exactly. 

enator Porrer. You have to, in most research projects, olve a time 
ee whether it will continue to be economically competitive. 
Mr. Mrrenuece. That is meht. 
enator Porrer. If you left it to an auditing-type decision, when 
ey reach that point whe re the *y are economically competitive, and 
thre exemption vill no longer exist, it could do justice to the 
oran.. 

Mir. Mrrenent. Certainly the technical factors will play a large 

ement in this determination. I think there is no doubt about it. 

Senator Pastore. While no one ean tell the practicabi li ty of this 
so as to base any judgment or decision upon a permanent pro 

un—and I think our ‘atomic energy law is written in two phases, 
a license for research and development until you reach the practi- 

ity, and then beyond that of course thev have to come back for 
rther lice nse when it has become practicable, and then of course they 
ive to receive further permission. 

Predicated upon that, while you cannot say definitely when that 

e will come, I don’t think there is anyone better qui ified than the 
embers of the Atomic Energy Commission to know exactly what we 
ire up against. I attended some of the hearings where most of those 
ho testified would not venture that we would reach that stage maybe 
before 15 or 20 years. Some said 10, some 12, some 15, and some said 


— 


Taking that as a predicate, what essentially would be the harm if in 
— on we wrote a provision that for a period of X years, 5, 10, or 15 
vears, the exemption would be granted automatically, but then after 
hat of course the whole matter would have to be ‘reviewed by the 
Congress ¢ 
Mr. Mirenett. One problem that I think might arise there, Mr. 
Chairman, is when you get differences in types of reactors. Maybe 
thin 5 or 10 or 15 years some particular type will be proven out to 
be economical. 
Senator Pasrorr. But as of that time we will have known whether 
by the exemption under the Public Utility Holding Company Act, we 
ad actually created a monstrosity, monopoly, or whether we were 
pretty well on the road to doing our job judicially. I mean rather 
than grant an exemption which would have to be subject to a new law 
! am speaking now of a provision that would automatically allow this 
exemption to expire after a term of fixed years, whereby the Congress 








id have to sit down then. as we are now reviewing this whole 1 

OT etner or Ct VO should eome Ui dey the Holding Yet ) 

Mir. Mrrcuecn. Let us assume withi 10 years a group wants to 1 
type reactor at that time. 


} 


se itor P STORI We might extend the law for another 1) years 
Mer. Mircnen.. T think probably for a while at least this is going 
continuing process. That is wl y our thought is that if you Jor 
the particular type of installation, the parth ular type of react 
ad hl o the resear I) anal development period 
tvpe, the exemption will preva il, but then when vou arrive as 
it reactor at the point where vou have learned what vou can fro 
then you go to the normal system. This would be a continuing 


=i ito} PASTORE. How wouk | you work this joint responsibility hy 
ween the Atomic Energy Commission and the Securities and Ex 


inge Commission / 
Mr. MITCHELL. It seems to me that you have to have final respol 

I ty is nole agency. Qu sugeest1ol would he that this respol 
bility be placed in the Securities and Exchange ( Ommission, but | 
ould also suggest that the Commission be charged with seeking ou | 


advice and assistance on the technical aspects. 

Senator Pasrore. That leads me to another question, and I am not 
( neg critical. I am merely being curious. I asked the que stion pon 

ink of the Chairman of the Securities and Exchange Commissio: 
vesterday, if my recollection serves me properly, whether or not you 
ere consul ite d on the Yankee Atomic Ene rey C orp. While they a 
sav that at various times you withdrew certain concessions that wer 

ade he duse ot the kin d of reactor that they r were considering, th 
fact of the matter is that you never ap peared at those hearings and 
ever expressed any opinion at those hearings. What have you got t 

to that 7 

Mr. Mii rCHELL. That is true, Senator. Maybe we should have VOl 

teered. We were never requested to appear by the SEC 

Senator Pasvrore. =e brings me to my next question. You havi 
ready said here that the Government is m: ikinge cert: un concessions to 

vate industry in a way of assistance, which it must in order ft 
encourage this whole program. The Securities and Exchange Com 

on cael tely has a respol sibility wholly apart from the desire O1 

the Atomie Energy Commission to get this whole thing on the road. 
| ev are those of course to protect the stock] holders of the operating 
ompanies, to see that no in ivestment is made ft hat would more or less 
jeopardize these people or might jeopardize the sale of a new issue of 


+] ioe 


»market once they vel themselves engaged in thi 
Tloy we they ina po tion to determine how lone you are going to 
ve this ass stance, or whether or not the assistance that the ap p! 
int talks about receivine eeget not be terminated within a period of 
O days, or a period of : wor 2 years? How can they make a final 
decision that it is pred) ae upon facts when they don't know all th 
facts without consulting you? Do you get my question ? 
Mr. Mircurentn. Yes, sir: I.do. 
eenator PASTORE. I don’t see how the SEK(¢ Can make a decision i] 
inv one ot these cases unless they know what your motives are, O1 
at your program is. Because fundamentally the companies that 
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would view favorably a provision which would give no more of 
exXe mption than is hece sary to pro ide the encouragement it believe 
needed to increasse industrial participation in research and develo; 
ment on nuclear electric generating projects. ‘Therefore, we wou 
favor having the exemption run to transmission facilties which an 
ordinarily adjacent to and integrally associated with a generat 
plant. Beyond these limited fac ‘ilities, we do not feel that there is a1 
significant pelationship between the exemption and the industria 
participation which the C ommission is seeking to foster. We 

of course, aware that an exemption for transmission facilities, beyor 
the rather limited one which I have outlined, might have an Mpa 
upon the satisfaction of the Nation’s future transmission facilit 
requirements, but we do not believe that an e xpression of views in that 
regard is within the scope of the Commission’s primary responsibilit 


or competence. 

Senator Pasrore. Knowing of the status of the progress that 
have made thus far and are apt to make within the next few years, 
you see any a of the issue of mon opoly be Ing invoked j in th 
particular field within the next 10 or 15 years ¢ 

Mr. Mircurte. Within my limited knowledge, Mr. Chairman, 
certainly don't. 

Summing up the Atom nergy (‘omn ission’s view on the thil 
aspects of the bill to which I have just addressed myself, the Con 
mission Sti that a nonautomatic exemption from the Holding 
( —. Act, limited to the research and developmental phase of 
particu la r power reactor facility, having limited application to trans 
mission facilities adjacent to and integrally associated with such 
facility, vata be consistent with the public interest. We hope that 
such a limited exemption woul | be adequate t O achie ‘Ve our evoals. 

Senator Pasrorre. We want the record to clearly show that you hav: 
devoted your presentation to section 4 of the bill and not to section ! 

Mr. Mircuenn. Yes, sir. We mentioned some of the language of 
section 5 as it might have a bearing on further revisions of secti 
& But only in that context. 

Senator Pasrore. Would there be any hesitancy or objection Ol 
your part to identify the three groups of utilities and industria 
concerns which have submitted proposals on the reactor prograi 
referred to? 

Mr. Mircuretn.. No, sir. Doctor Roddis has the details. The thre: 
of them are the Detroit Edison group, the Commonwealth disor 
group, and the Consumers Public Power—no, I am sorry. Detroit 
Edison. Yankee. and ( ‘onsumers Publie Power of Nebraska. The two 
straight license applications are Commonwealth Edison and Cor 
solidated Edison of New York. We have further detail if vou would 
like to have it. 

Senator Pasrorr. No, I don’t think it is necessary unless Mr. Pot 
ter wantsit. Do you have any questions ? 

Senator Porrer. No. It is an excellent statment. The question 
that ran through my mind as you gave your statement, I would 
sume that in the development of the atom for peaceful purposes it is 
desirable to get as many people into the project as possible. 

Mr. Mire HELL. Yes, sir. And I would think as many, too, differ 
ent varieties of activity. Not only electric generating companies, but 
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lem il companies, people engaged 11) metallurgy and all the 
ent aspects. 

~ ator Porrer. And by pooling the special talents of spe lal VW 

es for resenareh that is necessary, we should expect better results 

a matter of fact, by pooling the talents and resources of, say, 

10 companies into a subsidiary which will conduct the research, 

mild seem to me that the impetus would be just the opposite of 

tinga monopoly. Rather than to have just one big company con 

e research, W here they wont come under the Holding Compal \ 


OV isions, there is more danger of él monopoly there than hav ie 


smaller companies, possibly, pool their talents to conduct th 
' i . ’ 
j reh, and you can get mater companies into the program. 


\I Marene.. I think that is true. And you also can bring in 
inies In varied fields of actiy Ivy. 
tor Porrer. That’s right. 
Senator Pasrore. IT have another question which is quite important 
| think almost everyone admits, in talking about this big pore b 
rn onopoly, to which I am seriously and honestly opposed : Isn't 
ict that no matter what you do, or what combination Vou have, 
lat progress you make, all of these companies and all of these 
nations are more or le sal the merey ot the deeisions to be made 
e AKC and supported Ol unsupported by the C‘oneress / In 
words, the moment the AEC decided to cut off the fuel supply, 


ee] terprises would come to an immediate stop. Am ] rieht or 


Cnt sir: 


Senator Pasrore. In other words, 1f you had 15 companies that 
{ tovet he r, the moment the (‘oneress pas ed an act prohib tine 
(EC to give them any more uranium or any more fuel, that would 
x that whole activ ity to a definite stop. Am I reht in that ? 
Mr. Linsy. I believe so, yes. 
Senator Pasrorr. It isn’t a question of beleving. It isso. Unle 
ive the fuel that 1s owned by the United States Government. 
must be owned by the United States Government under the 
ic Energy Law of 1954, and ean only be leased to them under 
n conditions, the minute that is withdrawn that whole activity 
to a definite stop, doesn’t it ? So there has vot to be COOP ration 
eat any rate. 
\Ir. Mirenm LL. There surely does have to be cooperation, Mr Chan 
I think we should recognize that probably none of these groups 
going to go into a program like this unless they obtain from us a 
ense which will insure the availability of their fuel. Then, of 
eC, if the (‘ommiussion should arbitrarily revoke the license or the 
neress should determine that the license should be terminated, the 
ipany probably would have a claim for compensation. 
Senator Pasrorr. I am not suggesting that we do that or that it 
eld over their heads as a club. Tam merely arguing agai 


Mircnens. I think that isrig¢ 


ain 
¢ issue that has been raised here of creating monopolies. Tow ean 
effectively create a big monopoly when the whole decision of 
stence depends upon the policies of the Government ? 
Mv. Mrrenecn. I think this is true. 
Senator Pasrore. They can’t go out on the open market and buy 
their fuel, . 
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Mr. Mirrcnevnt. No, sir. 


Senator Pasrorr. They have to come to you. 

Mir. Mircuetn. Yes, sir. 

senatol PASTORE. ‘| hey have to live }) to certain rules ill ra reg 
ifions betore they can get that s Ipply or continue to recelve 

ip ly # 


MY MircHenn. Yes, sir. 

Senator Pasrorr. Therefore you have governmental supers 
it all times / 

Mr. Mrrenectns. That is true. 

Senator Porrer. And vou can revoke a license: can vou not 4 

Mr. Min HELL. Yes, SIV, we can revoke tor Cause. | assume 17 
ected capriciously that we would be subject to review. 

senatol Pasyr RE. Or the (‘ongress could revoke in the pul 
nterest, 

Mr. Mirrenen.. Yes, sir. 

Senator Porrer. How long is vour license good / 

Mr. Mircnens. They can run for as long as 40 years. ‘The licens 
that we have under consideration at the moment vary as to lengt 
Mia. Roddis said most of them are 40) years. It is up to that leneth ( 
Time, 


Senator Pasrore. I want to thank you gentlemen very, very mu 


It is no new experience to me. It is not strange at all. It has alway 
heen a pleasure to listen to you ventlemen, You have such tremend 
ous knowledge in this held and you have always heen sO ETNC1O) ~ 


accept our Invitation. 
Mr. Mrreneti. Thank you, sir. 
Mr. Lissy. Thank you for the invitation, Mr. Chairman. 
Senator Pastore. Our next witness is Mr. Walker L. Cisler. 


let me observe, Mr. Cisler, that it isa oreat priv ilege to have VO 
here today, r rrardless of what yvour presentation might be. or whethe 
we agree with you or disagree with you. As a personality it is a 


wavs a delight to have you appear before us 


STATEMENT OF WALKER L. CISLER, PRESIDENT OF POWER 
REACTOR DEVELOPMENT CO. 





Mr. Cistrer. Thank you very much, sit 
Senator PAasrore. Bac may now proceed in any way vou like. 
Mr. Cister. Mr. Chairman, Senator biter: aantlease:, my name Is 


Walker L. Cisler. "y am president of Power Reactor Development 
('o., a nonprofit membership corporation organized on August 30, 
1955. under the laws of the State of Michigan. 

Power Reactor Development Co. is affected by the Pastore-Potte: 
bill, which is before this committee. The provisions of the bill would 
permit Power Reactor Development Co. to own and operate a 
— reactor without placing it or its members under the Publi 
Utility Holding Company Act. However, a member company which 
Isat present subject to that act would remain so. 

Power Reactor Development Co. was organized to undertake the 
design, construction, and operation of an experimental, fast neutron 
breeder reactor in response to the power demonstration reactor pro 
eram announced by the United States Atomic Energy Commission on 


January 10, 1955. 





) Niarel 350. LODD. the Detroit hea Ol £0. oO heha tf ol tself 


i) Hudson Gas & Electric Corp. the Cincinnati Gas & Elect 
Consumers Power Co., Delaware Power & Light ¢ ~ Lone Island 
e Co. Philadelphia Elect: C'o., Rochester Gas & Eleetr 
».. the Loledo Edison Co.. and others (all of who iter part 
nthe or@anizat on of Power Reactor Deve lopment ¢ o.). offers 
ticipate in thre power Gemonstration reactor program of thie 
ted Strate \tomie Enerev Comm ion, and the Atomie Enero 
S1OlL O1 Lue SL 6, LVOO, accepted th proposal is a basi ro. 
it ‘) 
rie pl posal was to develop and hiprvove a breedet reactol Which 
ena to the producto} Ot tea Tor the generation oft elect) 


oy and other products from nuclear fuels on a commercially com 
ISIS, subject to the granting hy the Atomic I ergy ( omm 

\ meense to lo ive, construct. Ownh, ana Opel ite renetor. te 

strate its practi al value, and 

\ license to possess spec inl nucleng ninterial, and 

wan agreement which would insure: 

\ sufficient supply of fuel and blanket mate) lls. ana 

Phi processing of irradiated fuel nna blanket elements. and 

\ | xed and adequate price to be paid by the Atomic Knergy Com 

on for special nuclear material produced by the proposed breeder 


] 
tor, and 


ibiect to renachn 


1 


his performat ce of certain research and development work 
oO fir lities. . 
Negotiations with the Atomie Ey ergy (‘ommiussion with respect to 
e matters are now going forward and should be satisfactorily cor 
ded in the very near tuture. 
Phe proposal also contained the follow ine conditions: 
Phat neither the licensee corporat ion nor any member thereof o1 
tributor thereto will become subject to the Publie Utility Holdin or 
pany Act by reason of participation in this project. 
Senator Pasrore. Between or among whom is this proposal 4 
Mr. Cister. This proposal 
Senator Pasrore. I mean that, “Neither the leensee corporation 
any member thereof or contributor thereto will become subject to 
e Pubhe Utility Holding Company Act.” 
Is that the provision that your group made 4 
Mir. Cisner. Yes, in the proposal that we submitted. 
Senator Pasrorr. In other words, if you do come under this or 
ust come under this it might well be that vou would withdraw vou 
roposal ¢ 
Mir. Cisuer. Yes, sir. This was one of the conditions of the pro 
sal made on the 30th of March. 
Senator Porrer. To the Atomic Energy Commission ? 
\Irv. Cister. To the Atomic Energy Commission. 


Senator Pasrorr. Therefore this proposal that we are all boasting 
bout, participation on the part of this group in this program, which 
, the result of a 1954 law, is predicated upon whether or not this 


exemption will be granted ¢ 
Mr. Cister. Yes, sir. 
79039—56——10 
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Senator Pasrore. And if it is not granted then the proposal 
out / 

Mr. Cister. Yes, sir. 

Senator Pasrore. And then we will have made no progress 
all / 

Mr. Cister. Yes. 

Senator Pasrore. Will you continue, please. 

Mr. Cister. The proposal also contained the following: 

Phat the contributions of the members to the licensee corporation will qualif 

is deductible for Federal income tax purposes 

Power Reactor Development Co. is a nonprofit corporation and wa 
organized to design, construct, own, and operate the developmental 
fast neutron breeder actor contemp lated by such proposal, It 
corporate purposes ine oa le the following 

To study, develop, design, fabricate, construct, and operate one or more ex 
perimental nuclear power reactors and any or all component parts, to the e 

t there may be an early demonstration of the practical and economical use 


f nuclear energy for the generation of electric energy, together with such in 
strial and scientific products and byproducts and applications as may seem 
lesirable * # to collect or otherwise acquire information relating to the 


rposes of the company and to communicate such information to the United 
States Atomic Energy Commission for the use of the public, and to disseminate 
such information to its members and to all others who may reasonably reques 
such information for their proper business purposes, to the extent permitted 


Senator POTTER. Mr. Cisler, if any new patents were developed, 
ild they belong to the Federal Gover iment 4 

Mr. Crster. Under the present provisions they would belong to the 
Fed ral (sovernment. In othe words, j it t would | e controlled by the 
Atom nergy Act itself. 

Senator Pasrore. In other words, there is a provision in the law 
that for ade quate Compens ition to be determined under the procedure : 
set up by the law, it would have to be shared with others in the field 
f so determined by the Atomic Energy Commission. 

Mr. Cister. Yes,sir. The proposal spec ifically stated that all tech 

al and economic data obtained would be made available to the Com 
mission and to all others that the Commission said was entitled to re 


The articles of incorporation also provide that upon its dissolu- 


Any property remaining in its hands after the discharge of all its obligations 
shall be distributed to such corporation or corporations organized and operated 
exclusively for educational or scientific purposes * * to be used by such 
corporation or corporations solely for educational and scientific purposes to 
further research and development in the use of atomic energy for peaceful pur- 


It is the intention of the incorporators that all funds and property of this 

mpany shal be devoted to the purposes hereof and shall not revert to those 
furnishing it with funds; accordingly, at no time shall any property of the com- 
pany be returned to the original incorporators or other members or to any donors 
or contributors, 

The articles of incorporation and bylaws further provide that none 
of the income of Power Reactor Development Co. shall inure to the 
benefit of oe me mbe r or individual. 

Twenty-six companies both utility and industrial—have signi- 
fied their intention of becoming members of Power Reactor Develop- 
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Co, and of contributing upward of $25 milhon for its purposes 
the conditions me ntioned above have been met. 

Phe present indicated membership of the company is shown in ex 
\. The company will not issue securities. It will be financed 
embership fees and voluntary contributions of its members and 

e borrowed funds. Each member will have one vote with respect 

Ul company action no matter what amount the member contributes 
ep urposes of thee ompany. 

Practical demonstration of the commercial feasibility of the use 
ear faa for the production of electric energy requires that 

full-scale experimental and developmental reactors be con- 
ted and operated, 

It isa part of thi S tt isk whic] h P ower Re: actor De velopment Co: has 
ned in undertaking this breeder reactor project. The building 
operation of each such reactor wil provide additional experience 
know-how wks h will enabel the subsequent design of improved 
more economic reactors 

hose eng aged il 1 reactor r de ve lopment work generi ally agree that 

ies made during the time a reactor is being designed and con- 
a may make any reactor obsolete in many respects by the time 
ready for operation. 


his does not mean that the reactor would be discarded but rather 
better ways of building a similar reactor are known. 
is expected that the cost of construction of the reactor which 


r Reactor Deve lopment Co. proposes to buil | will be in the neigh- 

cae of $40 million, and, as pointed out, the member ss 5 

indicated their willingness to contribute $25 million toward : 

lishing maples 

Present plans envisag e borrowing the additional $15 million which 
be required. The reactor plant will be erected upon a site on the 


sterly shores of Lake Erie, approximately 6 miles north of the city 
Monroe, Mich. ; 
The Detroit Edison Co., of which I am president, is prepared 
d at its expense 2 turbine-generator plant of 150,000 kilowatts 
icity, estimated to cost $14 million, to be located on the same site 
immediate ‘ly contiguous to reactor plant and to purchase the 
am produced by the reactor and utilize it in generating electric ity 
ch will be used in the Detroit Edison system. 
Phe fast neutron breeder reactor which Power Reactor Deve lop- 
nt Co. proposes to build -_ test differs markedly from all, except 
of tbe reactors which the Atomic Energy Commission has had 
peration for upward of aveuen. 
eC only prototy pe how existing of the reactor proposed to be built 
small 250-kilowatt be nea breeder reactor, which Argonne 
National Laboratory has built in Arco, Idaho, for the Atomic Knergy 
ommission, and a oan reactor of 15,000 kilowatts which is not yet 
der construction. 
(other proposals submitted to the Atomie nergy Commission in 
mnection with the power demonstration reactor program involve re 
tors which are incapable of breeding. The Atomic Energy Commi 
1 has _ such reactors in operation for several years. The fast 
oie ‘actor presents very real possibilities of proving to be the 
lost economic type of reactcr for peacetime use of atomic energy, and 
Ss unique in that its avility to breed resu'ts in the production of 





{ 
| 


» breeder reactor 
(Vv Trom huctes 
nd CcOnipletion of 
ent € o. ecnnnot be overemphas zed, 


Tue project 


, it Le properly \ ewed i 
Present estimates envisave a “Ve 


‘ 
ration to cotie ande 


t 


nerriod the rencet 


or Ww 
pment. 

Phen format no n connectlon WIth onstruction and op 

on of the reactor will iilable to members of Power Renct: 
Development Co.. tom nergy Commission and to the e 
eral public f approved by the Atomic E1 erey Commission. 

| he comMpial y does not seek to retain any special benefit for its mei 
Des, se ey \\ ill. oft course, benefit by the know-how each will ACCUM 
by actually ving some participation in the construction and oper 
tion of the reactor. 

The enormous cost of nuclear research and development In conne 
tion witha breeder reactor cannot he borne by any one company. No 
member of Power Reactor Development ( oO. could undertake sit Oy) 

wh expel imental work. 

The benetits of such work will be widespread and not limited to 
members, and the joint effort in nuclear development made possible 1) 
Power Reactor Development (‘o. renders it po sible for small coi 

vanies, Which are unable to undertake nuclear development alone, LO 
part Ipate md ao thre r respective shires 1h) developing peaceful Ise> 
or the atom. 

Thus, we are concerned with a nonprofit research and development 
company which issues no securities and has no ability to compel 
financial commitment to it by any of the utility or industrial com 
panies which constitute its membership. Its major source of col 


ership fees, presently fixed at S2.500 and 


] 
j 
1 
I 


struction capital is mem 
voluntary contributions. 

L have been advised by our counsel that while it is improbable that 
Congress intended to make such a research and development corpora 
tion subject to the provisions of the Public Utility Holding Company 
Act, nevertheless Power Ren tol Development CO. probably would he 
‘lassified by the Securities and Exchange Commission as an “electric 
ty” within the language of section 2 (a) (3) of that act. 

lhe member companies will not participate in this research and « 
velopment work if they will become subject to the jurisdiction of the 
Securities and Exchange ( ommiussion as a result of such participation ‘ 

Imposition of that jurisdiction is needless and unwarranted upon 
the facts I have here presented. 

The industrial companies feel that it would be completely unreason 
ible to subject them to the provisions of the Public Utility Holding 


( S 
ritily 
uti 
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any Act merely because of their participating in such resea 
development project, especially since the Articles of DO} 
provide that there can be no element of pecuniary Gain mvotlved 


} 


Vile. | referred to the \\ despread parts pation ihn resear hy Lie 


{ { Opie) L to pe found Wit 11] Power Ren tor Developme . 230 


such widespread particpation was encouraged in the report rendered 
December of 1948 to the Atomic Knergy Commission by the bh 
trial Advisory Group in order to provide knowledee of nuclear 
e@ ol, as W ide | base as possible. 

ii) apprehensive thet particpation will be extremely limited aha 

the widespread particpation and dissemination of knowledge in 

e use of nuclear fuels soueht to be encouraged by the Atomic Energy 
\et and the Atomic Energy Commission will not occur unless suitable 
slation 1s passed to give to this proje t and other comparable pro] 


Po 


\ STATUTOLY exemption. 

Phe Pubhe Utihty Holding Company Act, which was not intended 
» apply to such situations, will have defeated a principal objective 
f the Atomiue Knergy (‘ommission. 

Senator Pasrorr. In the event that this bill is not passed, does this 
Power Reactor Development Co, intend to apply for an exemption on 

i\dministrative basis / 

Mr. Crster. It is hot intended to do that. senator Pastore. 

senator Pasrore. In other words, unless the statutory exemptior 

; granted, this whole project is out the window / 

Mir. Crster. That is the present position, the decisions that have 
Heel taken. and it would be necessary to Go back to the membership to 
noe that. , 

Senator Pasrorr. You may proceed. 

Senator Porrer. Mr. Cisler, would you care to comment as to the 

ogvestion that has been made that the bill be limited to just the re 
march and developmental stage / 

\iv. CISLER. May I have that again / 

Senator Porrer. It has been sugvestec by other witnesses that the 

be limited to just the research and development stage. Would 
ou have any objection to that limitation / 

Mir. Cister. No, we would not have, Senator Potter. In fact. we 
ive looked upon this as being i strictly experimental and develop 
nental project under section 104 of the Atomie nergy Let which 
pells it out as being’ ah expel imental ancl developmental proje Ct. al a, 


} 


f course, the power demonstration reactor program is under that 
tine section of the Atomic nergy Act. 
Senator Porrer. It is really a research and development prog 


ral 


ts prumary Sense. lf if should become economic: lly competitive 
h other fuels, then you would expect it to come under the Holding 
ompany Act ¢ 
Mir. Cister. I think, Senator Potter, it can be appreciated when I 
| you that the cost of similar facilities to produce a similar amount 
of heat and energy and steam, would cost far less than S840 million. 

In fact, it probably would be more of the order of S10 million. So 
that difference between the cost of equivalent heat producing facilities, 
onventional facilities, and these experimental and developmental 
facilities, would be a oreat difference. 


e 
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I though perhaps mem ibers of the committee might be intereste 
just seeIng a model « this experiment: al and deve lopme ntal pla 
and I have such Sie with me if you would care to see it. 

Senator Pasrore. Yes, we would. It will be here during 
lune heol recess period 4 

Mr. Cister. Yes, si 

The abuses sought to be eliminated by regu; ition under the P 
Utility Holding Company Act cannot occur in connection with 
project. It is nov subject to the provisions of the Atomic Knergy \ 
and regulation by the Atomic Energy Commission 

Phe parti pation ot utility companies IS subject both to the 
of the Atomic Energy Commission and to the various State regu 
agencies. Subjection of this project or the member companies to t 

: of the Public Utility Holding ¢ OMpPAny \ct 
id and pyramided regulation. 
member COMPAanie ‘an find no justifiable re 


ecireumst eS | ld be necessary for any 


ition to the Securities and Exchange Commi 


yemiption statu ne der section 3 i) 
ompany Act. 


adenponstrates 


Kxchange Commission has in its report upo 
nely extended some aid | V sugeve i 
, secure such an exe acd status 1f pro} 

Such a procedure is un: weceptab le t 
to the provisions of the Pub 


Act. 


ibject to summ ivy withdrawal and repet 


ne me mber companies to the necessity of estal 


tifving continuation of exempt status coul 


had been committed in reliance on exe! 


vould, therefore, awain be required to compile con 

vy by the Securities and Exchange Commission and 

Commission—all of which is extremely costly 
terms 0 me, Manpower, and money in — to the real risk of 
practical forfeiture because of withdrawal of members from 
project. 

| appre te the fact that if legislation is ulopted establishing 
statutory exemption, such law, as well as a ruling of the Securities and 
Kexeh inge ( OMWMNISSION,. hi L\ he changed. We wre confident. however, 
that an act of Congress has greater stability than a ruling of the 
Securities and Exchange Commission. , 

Such an act will not be repealed summarily, but only after complet: 
and thorough examination of the facts. There is no prejudgment in 
Congress. [assure you that the establishment of a statutory exemp 
tion for such projects as this will greatly facilitate and expedite 
progress 1n developing the peacetime use of the atom. 

Our counsel assure me that the proposed legislation will not remove 
from the jurisdiction of the Securities and Exchange Commission 
under the provisions of the Public Utility Holding Company Act any 
company now subject to the provisions of that act, even though such 
company is a member of Power Reactor Development Co. 


+ 
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Therefore, I do not believe it can be said that the proposed legisla- 
ion does violence to the original congressional intent. 

‘There 1s no reason to aubject this research and development project 
o the impediment created by the application of the Public Utility 
Holding Company Act. 

Senator Pasrore. Is counsel prepared to give the names of the 
croup who now presently come under the Public Utility Holding Com 
pany Act? 
~ Mr. Cisuer. Yes. Mr. Reid is here. 

Senator Pasrore. Furnish it for the record to the stenographer. It 
would be interesting to see how many come under it 

Mr. Cister. If the Pubhe Utility Holding Company Act applied 
o the project, an anomalous situation would present itself in that 
presently exempt member tale nama would be deemed subject to the 

because of men bership in Power Reactor Deve lopn ent Co. (which 
not a utility) and which exercises no control of the management 

r of the operating expenses of the ankle company. 

This result does not comport with the original intent of Congress 
xpressed in the Public U tal ty Holding Company Act to apply the 

to the top company In L hol ling company structure, 

Su ayer of this project to that act would result in the application 

» Publie Utility Holding Company Act in reverse. 
Senator Pasrore. Exhibit A will become a part of the statement, 

id counsel will designate which one of those now comes under the 
ubhe Utility Holding Company Act. 


iexnuimirr A 
Power Reacror DevELopMENT Co. 


Companies which have signified their intentions of becoming mem 
bers, and to make necessary contributions: 


Alabama Power Co 

Allis-Chalmers Manufacturing C 
Babcock & Wilcox Co., the 
Burroughs Corp. 
Central Hudson Gas & Electrie Corp. 
Chrysler Corp. 

‘incinnati Gas «& Electrie Co., The 
‘olumbus and Southern Ohio Electrie Co. 
‘ombusion Engineering, Ine. 
(‘onsumers Power Co. 

laware Power & Light Co. 
etroit Edison Co., The 
Praehs iuf Trailer Co. 
Georgia Power Co. 
Gulf Power Co. 
Holley Carburetor Co. 

lowa-Dlinois Gas & Electric Co. 
Long Island Lighting Co. 
Mississippi Power Co. 
Philadelphia Electric Co 
Potomae Electric Power Co. 
Rochester Gas and Electrie Corp. 
Southern Services, Ine, 
Toledo Edison, Co., The 
Westinghouse Electric Corp. 
Wisconsin Electric Power Co. 


! 
| 
i 
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Let the record how 1 | Nin. ( 


laborate o1 mS statement. 
FURTHER STATEMENT OF WALKER L. CISLER 


SLER. 4 7 mirinan,. Sehator Potter, inal ot ntlemen., | a 
fo appear further and to o1ve an additiona 
project. 
ne tor more than o years on this project. Into 
it deal of effort and 


1 
1 « 


of a laree sum of money. At the end of 1955. on the 


el ited fo@wether 1 the Aton Power Development 


ve ot development has yone a gl 


eC% 
} 
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also mn nol protit membership corporation, there 
expended about S7.200,000 doing research and development 
Is up to the pont where the Power Reactor Develop 
position to submit a proposal and to endenvor t 
gf out the project. 
yerr his i budeet Of some SD.180.000, Next 
miilaa budeet. Already there is beine 
uction of components whieh It Is hoped 
For ex unple, the reactor vessel, the re 
ts Phose are actually being manu 
l of this ve and early next 


work on those component 
» > 
the Power Reactor De 


the Power Reactor Develop 
actual studie 

Sig work, the 

it Was possible 1¢ 

lity that would bi 


mb vou mentioned, who Spent thiat 
pent by some who are members of 


. and by others who are not 
opment Co. but who are mem- 


} { 
ClLOPIMIEn ( ¢ 


Ren (Ol Deve 


) 
| 





The people working in the APDA 
ple working there, and so m ny people are involved in carryi 

ils work. The Power Renetor Developn elt (‘o,. hisas COl dered 
remely Wnportant that there be a broad basis of participation 
royect mM order that experience and know-how would be 
videly as possible. There are some 26 in that group. 
rroup there are 44. And so there is a broad basi of yp: | 
he research experimentation and development bene carried On, 

ader to have \ successtul accomplishment ot the breeder. 

Because we have not only utility companies but also industrial com 
panies, the matter of the Holding Company Act takes on increased 
mportance, Because there are those members now who in no Wily 
have even been concerned with the Public Utility Holding Company 
Let, naturally you can understand the apprehension that they and 
others have in being engaged in a project which would involve them in 
vine to meet reoeulations and certain controls that they have not been 
recustomed. to, And that is true not only i the case of industrial 
Ore@anizations, but also some of the utility OVreanizatlions as well. 
Detroit’ Edison being one of those. 

May I tell vou that all of this work is not beine held lp). We are 
Most hopeful that these conditions of the proposal can be met so that 
there will be no lessening of the effort that is YONG MmtO CALVING out 
What we beheve is an urgent schedule. 

In the ease of Detroit Edison (Co., we are pulling a large in of 
ioney mto this development, in connection with the strictly studie 
ind research aspect, without buildine of actual facilities. This veag 
three quarters of a million dollars is going into that. As a part of 
our contribution toward the Power Reactor Development Co.'s design 
md construetion work. there will he sll, million. SO thirt as 
ind out contribution for 1956 alone there would be 82 miilion of 
penses involved chareed to the operations oft the company. 

| point that out. the ease of Detroit Edison Co.. beenuse | 


{i st hand. I do know first hand. too, of some of the ot er participants 
| would he hopeful that you would ull de) ti ad that pendn vo the tin 





1) not holdme up, we zn 
matter of the public liability aspect, W, 
f ' roof the tax tuation, 
of the Holding Compar 
! De solved ai Once, Wi 
ne out these develop 
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o.. TL must be 
Power Ren tor Le 
the members of the 
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au change of 


much 
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‘tha pot and you hi 
But in the meantime we al 
Large sums of money are 
expended bd e ire being made, and we seek a fan 

onnable soluti { ie problems that ce u 

-ASTORE, al Vt y | p> thieat Vou have made this up 


tatement. thin t is well to pomt out the fact that 


! 
| 
} 
| 
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a condition to the proposal that neither the licensee cor- 


y member thereof or contributor thereto will become 

ect to the Pul lity Hold ng Company Act by reason of par 
1m) This Ct. \s a matter of fact. the AEC ts already 
sed of th il condition. And the AEC is apprised of the second 
that the contl bution oft the me mibers to the licensee corpo 
qualify i deductible for Federal income tax purposes. 
posit hn that you are taking here is that if this law 
“l that this means that the project is out of the window, 

I} aus npswered before, while it does not mean that 
IS, YOUR position dloes not mean that the fact of the matter is 
that it clo entail voing back, rea sembling, renegotiating, and Ur'\ ne 


to vet the 2b together Noni Ob Some other proposition {hist might De 


mutually s itistactory. 


1 1 


portant ar d we can't Jet it fail. We believe it is important from the 
national standpo nt and from the international standpoint. 

senator PASTORE. Iiet me s i\ this to Vou, Mr. Cisler, and | think 
vou already know my position as a member of the Joint Committee 
on Atomic Energy. You know how I felt about this whole matter 
of encouraging private industry to participate in this development. 


i do hope that we can convince others of our positions. I reiterate 


Mr. Caister. That elit. Senator Pastore, this project is too im 


again what I said at the time you gave us that very eraphic demon- 
tration, before we adjourned for the noon recess: If all could have 
Seen that, exactly What we ire driving at. and the direction that we 
are trying to go, I think they would better undertand it. We are 


hoping that somehow all these ambiguities that are floating around, 


all the eC apprehensions and fears, may he resolved in people's minds 
o that they can understand the sincerity on both sides. 
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) with Vou that there hia vot to bea great 
on the part of the Government to vel ialustry 
where I mean the expr nditure of a lot of mon 
at the results are gone to be, even for lo bi 
Cister. [appreciate what you say, Senator Pastore. 
to be looked at from really ama ibion tandpornt. if there Wits 
o tell vou of all of the phases of this which are being followed, 
Ww eHneMeerihye, the CCODOTLICS, th) d the roverhmentab a pect " and 
for the contract with the Comuiiss 1: the MrOLT 
trot ladiso and the Power renctor Deve ymient 
f the la and the sale of steam: t] ‘appl Cation to 
ice for a resolution of we {aX tuation;: 
\tomie Energy Commission for a con 
Che matte that are the concern of the Mich van 
Service Commission! the matters that are the concern of the 
<ePPVATION Le} artment of the State of Michiean: the mater of 
iblie Hhability and insurance and the like; there are so many facets 

this, all of which are being followed carefully, that it becomes a 

ent mahag@y vo task as well. 

bhose thine crhiot be managed well. hor can Vou I) ive he ACCOM 

ment of an overall objective lnless each one 4 vetting its proper 

‘ntion so that one Is not aeth Yasa barcner or a holdback to the 
eress of another part. We must maintain a balance and a really 
‘erted approa h to this if we are to accomplish it ' 
ould be done. 

I can tell Vou that that is the spirit behind all of this llow can 
do it in the most competent and expeditiou Way po sible? Llow 
we mobilize manpower, materials, know-how, and people? = TLow 
ve resolve = problems which exist m every area é And there are 
HiemIS in ¢ ry area. 


l 
ator Pasvorr. Do you have any questions, Senator Potter ? 
ator Pe 


orrer. | think this is one of the most dvnamic and im- 
ant phases of our entire industrial and economic way of life “ut 
sent time, anil that Wwe shoule { do c verything po ssible to el 1yhhl 
the technicalities that serve as stumbling blocks or retard this 
velopment prograthn. ‘| he purpo eC of this legislation Wis tO relnove 
echnic ality which certainly has nothing to do with the project in 
nich you are engaged. The creation of the Pubhie Utility Holding 
Company Act had nothing to do with it and it was never envisioned 
Maba COMPANY such as 1s bene formed how would ever be considered 
heht in which it has. Therefore, that is the purpose of the 
slation. IT think that your very dramatic testimony here gives 
ns nce to the necessi ty for removing that obstae rn It is sort of like 
man who woes to « I eh and the minister asks him for a huge collee 
tion. So everybody foes In and drops in) their ereenbacks nh the 
ollection plate and afterward the minister comes alone and makes 
them take a pledge that they won't steal the money back. "That is 
bout the same position as making you folks come in under the Hold- 
ng Company Act and say that vou are not going to become a monopoly 
because you are taking the company’s resources and talents to do a 
ob which the Government has asked you to do, 
Mr. Cister. Thank you, Senator Potter. May [say a further word, 
ind this is A ee _ | have been close ‘ly associated with Gov 
ernment for many ve: . both a civilian and military capacity, and 
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rit behind 
had not ontv vou. b 


Ms prove 


tis true 
ede ral dwoverl 11 ~ Wel) yard ( ts entire researeh a} 


Ve hopme hn atomic weap =. all ot the work was done by prin ite 


qdone DV private colipaniles upon hose 


viedge we relied for the fin ‘OL l 

lL accomplis , Whether the Government vets oO 

w whether it allows private industry to do it, it will be thi 

une people doing i It is i. question of how. I think that being the 

ituation, we ought to encourage industry to participate as much as it 

possibly can without creatn Oo roadblocks that are absolutely not neces 
sary, as Senator Potter has already indicated. 

Mr. Cister. It was my experience, Senator, in 1942 and 1945, to 
help as a Government person at that stage to pul together the power- 
plant to supply the first powel for the Oak Ridge operation. So my 
contact with this goes back a long way. 

Senator Porrer. You are not a novice. 

Senator Pasrorr. Thank you very much, Mr. Cisler. 

Senator Porrer. Is your reactor here now / 

Mr. Cistrr. Yes, sir. 

Senator Por rer. L think it would be desirable to see it how, 

Mr. Cister. Unfortunately, the plant is not yet ready to run an 
we can t generate the energy to light 1. 

Grentlemen, this is a model, a scale model ot the proposed experiment 
and breeder reactor project whi h the Power Reactor Development 
Co. proposes to build at a cost of $40 million. It is a fast neutron 
breeder plant which would produce more fuel than it consumes. The 
reactor part of the plant is this section, costing $40 million, to carry 
out the design, experimentation, development, and construction of the 
reactor plant. It would be into this plant that we would bring thi 
atomic fuel. It would be irradiated in the breeder reactor. The heat 
energy released would be conducted away by liquid sodium. The 
liquid sodium would give up the heat energy which it carries into a 
sodium potassium solution, where the radiation that the sodium would 


earry would be screened out. And the sodium potassium would 
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rry the heat over into a steam venerator where the heat enere’y 


ould be elven up to water na Steam. and that steam would ther 


he taken over to the conventional turbine venerator plant, which would 
be built adjacent to the reactor plant ly the Detroit Edison Co, at 
ost of S14 ENON. 

Payment for that steam would be made by the Detroit Edison Co. 
ib a compar able cost to what the Detroit Edison Co. could produce 
the equivalent amount of steam in a conventional fuel-burning plant. 
The tu rbine venerator ot this plant would be oft Ld0.000 kilowat tts 

hich would be of suflicient capacity to provide the necessary electri 
power for, say, a city of some 200,000 populati on. And this turbine 
venerator p sant a | then be connected into the bulk power trans 

Hission system of the Detroit Edison Co. located a few miles distant 

I have here what I eall my energy box which shows atomic fuel 
id conventional tuel. It is rather Interesting to have a COMMpPAYISON, 

Senator Porrer. Is the reactor on your right / 

Mr. Cisner. The actual reactor itself is this part down in the botton 
That is where the core of the reactor is located, That is the fuel 

ement. 

Here isa bar of refined uranium. It weighs about 31 , pounds. it 

the prine Ip le of breeding, all of the potential energy which this 
mtains in the natural casks material, U-23h, and the fertile 

iterial which can be transmuted into plutonium 239, if all of that 
potential can be used, which is one of the purposes of this deve lop 

iental reactor, there is contained in this amount of uranium about 12 

tillion kilowatt-hours. 

Now the trick 1s how do we LO about taking this kind of fuel in 
omparison to this kind of fuel, which is conventional solid fuel, how 
lo we go about doing all of the things which are necessary from thi 
sti undpoint of technology and energy, from the standpoint of econom 
cs capital cost, and commercial development, from all of the stand 
points of the Atomic Energy Act.the Public Utility Holding Company 
(Lect. the Internal Revenue Service, local and State agence ies of one 
kind or another: how do we go about doing all these thines in order 
to put this fuel in the form of electric energy and other products 
which can be used for peacetime purposes / 

Senator Porrer. How much coal would it take to produce the 
ime amount of energy / 

Mr. Cister. This piece of coal which is similar to the coal we use, 
come 5 to 514 million tons a year to generate electric power in the 

system of the Detroit Edison Co., this piece of coal weighs the same 
aus the bar of uranium. 

We have had long experience over many years in utilizing this 

nd of fuel in the most efficient way. In contrast to the first therm: r 
plant in New York City in 1882, which required 10,000 pounds « 

coal to produce a kilow: att-hour, the modern plants that we are con 
structing today require only three-quarters of a pound of coal to ag 
duee a kilowatt-hour. So there has been a thirteenfold incre: 1 
the efficie ney of this kind of fuel and therefore a conservation of thi 
use of this kind of fuel in three-quarters of a century. 

We know how to use this, to use it well, and from this piece oft 
coal we ean produce 4146 kilowatt-hours of electric energy as compared 
to the potential of 12 million. 
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In other words, a pound of uranium, in terms of potential 
energy and electric energy, 1s equivalent to 2.600000 pounds of t} 
coal; or a pound of uranium is equivalent to 1,300 tons of coal. 
| fhouene tt would he ot Interest to you to see this mode] and 
+] 


comparison if you wish to do so, and I appreciate very 
h your willingness to have this further explanation. But I thin! 
it bears out that this is experimental and developmental work. Noth 
ing like this has ever been attempted before. It isa oreat pioneering 
project. It is much larger, by the order of 10, greater than that that 
the Commission now has under consideration, the 15,000-kilowatt 
taking a great step forward in this great development 
hat it is vitally Important, because unless we can increas 
| {Ss onable material by makine ‘er ile material wo ti 
peak, thie hh We would be limited In ie extent to which a 
y industry could be developed. 
-ASTORE. M\ reaction to it. Mr. ¢ isler 
ometimes that most people are prone 
Widuist he, to econtine their jude 


| 


Ord Oa page of te UHnoOny, 


YI 
)] 
I 


il 


have in vour hands, welehing op! 


» pounas, 
kilowatts. ‘To me it is not a question of wor 


1 


Mopoly ° llere is thre S¢ ence of reseal ‘hand development 

ty! ao ft Oon rt OTN to the CPCONOMV oO} 
all humanity throughout the world, and that is what 
for and workine for. 


» that T have always felt and that is the reason T hay 


taken such a ntense mterest im section 4+ of this bill that what 
behooves us now Is to get on this job and remove all discouragement 
so ft! { he qob ent be done 


Nha SLER. Thank you very much Senator. 


‘al WO} vsrore. The committee will be in recess until 2 o clo Ik 
’ <)>) - <p? 


at 12:23 p. m., the committee was recessed, to re 


‘ ) 


i 


m. of the same day.) 


ART ERNOON SESSION 


Senator Pasrorr. Mr. George Holley ? 


Youmay proceed, Mr. Holley. 


STATEMENT OF GEORGE M. HOLLEY, JR., PRESIDENT, HOLLEY 
CARBURETOR CO. 


Mr. Honuney. I am George M. Holley, J Bue president of ILolley Car 
buretor Co., a Michigan corporation, and I appear in support of the 
passage of Senate bill S. 2643 insofar as it relates to the project ol 
Power Reactor Development Co., a nonprofit corporation organized 
under the laws of the State of Michigan. 

Holley Carburetor Co. is a small company. From its inception 
it has specialized in the design, development, and manufacture of 
controls for engines 
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Kor automotive piston engines, the company produces carburetors, 
enition distributors, exhaust heat controls, engine speed controls, and 
fuel pumps. 

Holley Carburetor Co, has designed and manufactured carburetor 
V1 dl related control dey ices for aircraft piston eneimes, and has made 
lefinite contributions to the advancement of safety in aviation. 

Poday, most of our military planes are powered by gas turbine 
ngines. Hlolley Carburetor Co, was one of the first to undertake and 
Hhnance Ol inal research 11) the desien and development of controls 


for these en ones. Asa result. a long’ list of leading’ aireratt used 
v every branch of the service are, or have been, equipped with Holley 
bine controls, afterburner controls, compressor bleed controls, a 1d 
rt lated devices, 

\tomie energy W ill soon be used as a source of power for airplanes 
Holley Carburetor Co. is preparing itself to meet the challenge of 
the ¢ ompiicated control prob lems this advancement will present, The 
ompany has obligated itself to participate in a ploneering program 
to design, develop and build certain control devices for an atomic air 

ift eneime now In the desion and deve lopment stage 

Holley Carburetor Co. is for very sound reasons a participating 
ember of the Power Reactor Development Co. which, as Walker I. 

ler has previously testified, Is a nonprofit corporation Orgwanized 

the purpose of encouraging v jee sprea d interest in nuclear research 


t recognizes that control proble ms will exist 


d development work. | 
the operation of the cman fast breeder reactor and it 
nfident that its experience and know-how in this area will enable 

» provide solutions to those problems. Furthermore, the experie 
be waimed in it eee in the Power Reactor Development 


experiment a prove to be an invaluable aid in solving the 


prblems arising in the uireraft atomic energy program to which it 
ommitted. In brief, Holley Carburetor Co. is in the control business 
and it is desirous of maintaining its record and reputation as an 
xpert in that field by being adequately prepared for the future. 
We consider the Power meee Development Co. experime nt as 
essential to us in our business as it is to the power industry. ‘To the 
Holley Carburetor Co., the reactor project is strictly an experiment, 
ind is one of the means through which Holley personnel can become 
qualified to produce the best control devices for atomic engimes of the 


future. 
The fact that the fast breeder reactor has as its objective the gwenera- 


on of electrical power IS merely ine idental anda offers absolutely 

y attraction to our business as a source of power. 

Our legal department has raised a question which presently serves 
as a deterrent to our participation in the Power Reactor Development 
Co. project. We have been advised that by participating in this ex 
periment, Holley Carburetor Co. may subject itself to the provisions 
of the Public Utility Holding Company Act. After consideration 
of this opinion, our board of directors is unwilling to aecept such 
regulation as a condition to partic ipation in the reactor project, inas- 
mush as Holley Carburetor Co, is not in the power business and has 
no intention whatsoever of entering into the power business in the 
future. 

[ts sole business relationship to any utility is that of a user of elec- 


tric energy. It furthermore finds it ine ‘edible to believe that partici 
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patio ! ate Power Reactor Deve lopn ent Co... a non profit corpora 

tion, 1 \ 1 Holley Carburetor Co. as a member en ndeiolirrarag oe 
ho sean. and has but one vote in the management of 

(Tairs nd all other members will not have any ereater edt. 


ind can withdraw its membership at any time, should bring our con 
in the Jurisdiction of the Securities and Exchange Commis- 
on initsadministration of the Public Utility Holding C ompany Act 

[It isour belief that Cor oress could not have intended the act to app rh 
in such situations. Our board of directors further ee it impossibl 
[oO } tify the expenses and man hours which would | e involved 1} 
satisfying the legal and administrative requirements which woul 
pply under the law. 

It our understanding that the proposed leoislation, S. 2648. wil 
ot remove from the provisions of the Public Utility Holding Com 
pany \ct aly COM pany how subject to those provisions. No basi 
he ves 1n that act are, therefore, conte mp lated and we sincerely be 
lieve that the passage of the propo sed amendments will serve to 
ela 1T\ t| e existing law consistent w ith the onesie al intent of C ongress, 
nd to encourage industry in promoting the development and use of 

the atom for peace ful purposes, 

\s president of Holley ( ee ‘o., L recommend that favorablk 
onsideration be Piven Yel » bill 2643 to the end that Power Reactor 
Development Co. and ns, ae may become members of it by pay 
nent or a membership fee and who contribute to its research and 
development, either by outright cash contribution and/or the furnish 

e of skill or knowledge, may have a positive statutory exemptio1 
from the provisions of the Public Utility Holding Company <Act. 

Senator Pasrorr. Thank you very much, Mr. Holley. 

Do you have any questions, Senator Potter / 

Senator Porrer. Mr. Holley, has your company been conducting any 
research in the atomic energy field 2 

Mr. Hotter. We are just getting into it, sir. Just beginning. The 
mswel 1S. “No.” The amount 1s So small it would mean nothing. 

Senator Porrer. Mr. Chairman, I forgot to inquire this morning 
from Mr. Cisler, who was here from Detroit Edison Co. I think it 
vould be well for the record if they could advise us how much thes 

ive already spent in the research field. 

Senator Pasrorre. I understand that Mr. Cisler wants to elaborate 
Ipon a certain part of his testimony in connection with the questions 


that I asked him. When we get through with Mr. Holley we will 

eall Mr. Cisler. Tle is in the room. 

Do you desire to elaborate a little bit on one portion of your testi 
mony, Mr. Cisler / 

Mr. Cisuer. I would be very happy to do so. 

Senator Pasrorr. Very well. We will do that when we get through 
with Mr. Holley and Mr. Potter can VO into that. 

(re you through, Senator Potter ? 

Senator Porrer. Yes. 

Senator Pasrorr. On page 3 of your testimony, Mr. Holley, the 
hottom of the page, you Say: 

Our board of directors further finds it impossible to justify the expenses and 

in-hours which would be involved in satisfying the legal and administrative 
equirements which will apply under the law 








pply for an exemption. You would pUSst drop the whole thing. i 


Phe question that ] ask you raises au point whi I) | think Vii ( 


wld like to clarify, because I categorically asked him a quest \ 
cl inquired a to whethe thi whole propo tioh was out ft 
the event that this law would not pass. I think he answered 
ulirmative. | don’t believe he want to leave it n Su 
tegol al fashion and that is the reason he would like to clai 1\ 


Is that right, Mr. Cisler? 
Mr. Cister. Yes. 
Senator Pasrorr. Now, Mr. Ilolley, do I understand from th 


4 4 ' ‘ j — | ‘ ‘ + ¢ 
ement that you made, which appears to me to be rather categorical, 


it vour board of directors seven Opposed to app 
this law is not passed ¢ 
Mr. Hloniey. I doubt if they would. 


Senator Pasrorr. Do you mean t 


hey would prefet to withdraw fron 


e proposition 4 


Mr. Hlotiey. I believe that our board of directors would withdraw 


: ; 
ie \ 1 get clear-cut exemption. 
4 : bie . eee ] ] laa) ; > 
Senator Pasrorr. I think that that needs a little amplification. 
, 


Mr. Hortey. Because we are already subjected to so many regula 
ms as a very small company and we just do not want to go into 


es any more where we are continually spending money 
ne report and so forth. There are other busine es that are 


re attractive. 

Senator Pasrore. The application of an exemption wouldn’t neces 
ly entail a report, would it? The subsidiary company, the nev 
qd company, would make the appli wWiOn. They could ( 
int the exception or not, Why does that entail any of the re ports 

t you speak about? Maybe I am in error. Maybe you can 
ate my thinking on it. I don’t quite understand. 

| Ul ee the desire to have an exemption. What I eannot quite u 
nd is that unless this law passes, you people don’t propose to 


nk evervone, including the agency and lama member of the olnt 


ommittee on Atomic Enerey is entitled to a better explanation 


IS 10 as se rious as all thai / You cannot even be bothered to ipply 


or an exemption 4 


Mr. Houiry. Sir. | am not a lan ver | have to rely Ol oul leaal 
partment. Thev tell me that if we went through ill that entanel 


ent that we would put londs on our organization whie 


I"\ heavy Ol WS, and more than we hould stand, I have to rely o 

eir judgment in that case . 

I don’t understand, in facet Tam not an expert on the laws or \ 
do when you go through all these anpheations. They tell mi 


uld be difficult, it would be a lot of added work for u 
Senator Pasrorre. If 1 don't asl 
ked on the floor of the Senate. Why are you cettine mto 


mbination / 


Vir. llouury. \ reactor. as for ‘) ( mre Core ? «| IS sl] e} 
is we had piston engines, and then came the gas turbine, ane 
mh ¢ f eneine. Phe renctor 1s other forn ( { enaime It cs} ay 
‘ 
d to flv an a rpiane, 1) r] wp we know. to drive sh » rhayp 
iotive ind who knows vit Quy bu 1i¢ | 0 CO rol « a 
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oO ! ’ «)) r'¢ | dey | l \\ hy if we have aly ‘iV- done. \ 

new type of engine coming through we feel we must m 

e '. » } 
effort to participate and become expert In those fields, otherw 
our bu Cc ) idually dies on the vine. 
' : 4 t1 ’ ic papnidl lacing ¢] 
kor example. the reratt gas turbine is rapid VY replacing the 
raft piston eneine We id to get into that. We see that somet 
i} e future, I don’t knov hen, t iwomic-energy engine, 

. laa 17 iy | yes | , } 
enone, mn be used in many places, i IS Our DUST to ceep up 
{| 1 | 

Senator Pasrorr. Ta iskine you this question, and [ hop 
Mii ( ! listen) om t¢ t. 100. Lec LUIS | d rect 16 to him wus Wwe 
You heard the testimony ere th nore. rot Dr. Libby, of the {0} 
Ile went so far as to make certain suggestions. Tle ma 


the outright sugvestiol that he was in accord with this bill, so fia 
section 4 was concerned. Ile limited his te timony to that particu 


, v OF it. out he went on to say ( lasat ihere eould he some diser 
tionary pows the Securties and [exchange Commission, and 
the Sc inity und Exe Lore (‘ommiss On, In conjunetion with I 
\tor nergy Comn on, could possibly carry out this, with 
njury or making it cum OMe On ahyone, Phat envision applyi 
ot} S16 

[ can see possibly your reluctance if the SIC decided that you mu 
come under thi Holdis r pany Let because you take the po tie 
that vo ire not a p itl iWailitv and vou are not in the business « 
producing electricity. You are interested only in the element of pt 
qucinge a reactor. 

I el upo what Dr. Libby has testified to, Tam directing the qu 
lon CO Vo is to whether or not you would FQ SO faras to sav tha 


even the imposition or the burden of filing an application would | 
enough discouragement to you to stay out, 

Mr. Horney. 1 beheve that our board would do that 

Senator Pasrorre. That is going pretty far. 

Mr. HWouniry. It is, sir. 

Senator Porrer. I think, Mr. Holley, that maybe your company 
Is In the same category, that when you file an application for exemy 
tion you are in effect saving that you come under the provisions ot 
the Holding: ( OMpany Act. You are not a public utility, theretor 
vou are asl 


king for or more or less beeen 


0 oO iw for an exemption fron 
e which you think you shouldn’t be under in the first plac 


And I would assume that the SEC would require, and rightly so, of 


} 
somethi 


all the parent companies, reports as to their finaneial matters and 
matters which, some might think, is none of the SEC business in thi 
particular field, and it will also cost them money in attorneys’ fees, 
and SO forth. 

Senator Pasrore. Will the Senator vield on that point ? 

Senator Porrrer. Yes. 

Senator Pasrore. I don’t mean to quarrel about this, but I wouldn't 
want any ridiculous position stated on the record that might be chided 
on the floor of the Senate. I think as reasonable men we ought to 
pre ent a reasonable record here, 

It is nV WNpression and Iam so advised also by the staff—that n 
your particular case it would be nothing more than a formality befor 
the SEC. If thar could be shown, it would look ridiculous if a wit 











AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 159 
ness Came here and said “even though it entails only a formal ty to 
take us out from under, that we would refuse to do even that.’ That 
would show an arbitrary position that I Soni think you would wan 
to leave on the record. 

| might understand if they sid that you have to comply with see 
f10n 11 and you must so do or if they have to look over your account 
ne and all that sort of thing it would be different. 

But if it were merely a question of presenting these facts in a very 
informal way, or by wav of aflidavit. and they were convineed that 
they should grant you an exception, would you want to leave it on the 
record that even that is too much “ a burden ¢ 

Mr. Iloniey. May I say this, sir: Most of my efforts with the com 
pany are directed toward engineering and manufacturing. The prob 


) 
pect 


em would be placed before our legal counsel. If they went so far 
j to ndvise us De | presume our “asi would proceed. 

They have now, at this time, indicated that they doubt and would 
not advise us to go ahead. I am not qualitied to get into the legal 
ispects of this. 

Senator Pasrore. I understand your reluctance not to be speaking 

i lawyer if you are not one. I won’t press it any further. But I 
think somewhere along the line that position ought to be pretty well 
clarified. 

Let me direct a ques tion to the counsel. who happens to be here 
la ked vou earher 1 In) the al: L\ if vou would tel] us how Many of these 
companies in this combine now, are presently under the Publie Util 
ity Holding Company Act. 

Mr. Rem. There are about eight. 

Senator Pasrore. Out of how many ¢ 

Mr. Rem. Out of 26. 

senator PASTORE. | don't know what the procedure is before the 
SEC, but the position was made by the SEC and Mr. Armstrong him 
self that in some of these instances it would be nothing more than n 
formality. In view of that testimony we wouldn’t want somebody to 
come along and say, “It would be so cumbersome we wouldn’t want to 

tihbscribe to it” and then find out that the SEC was right in its pos 
tion. It wouldn’t make you look too good. 

Mr. Rem. Senator, I might say that I am not counsel for Holley 
Carburetor. I am counsel for the Power Reactor Deve lopment «3 orp. 
I can't speak for Holley Co. Timagine what they are worried about | 
that SEC might require a lot of reporting and furnishing of financial 
information. 

Senator Pasrore. If they did I ean see them saying at that point 
that we will eet out But they are not saying that. They are saving 
that - ‘ss this act 1s passed they will just withdraw now. ; 

Mr. Rem. I doubt if they meant to be that strong. 

Senator Pasrore. That is what I want clear on the record. 

Mir. Tlotiury. We don't want to create the impression that we would 

thdraw because the act was not passed, from a vindictive way. 

Senator Pasrore. | don’t mean that. 

Mr. Honiuey. We would withdraw on advice of counsel! that. know 
Ing our company, they wouldn't advise us to go further. If they 
could advise us, fine, ] would Wiht tO GO rieht ahead. 

Senator Porrer. Doesn't it put you in a sort of unusual position ? 
Here you are, a company, upon the invitation and urging of the 
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ongly opposes S. 2615. We appreciate opportunity to expl 
( O lor our pe {10 
() Oppo Le to the bill sl} | ot be t i Oy oO 
project ch as those being sponsored by the group headed by M1 
Cisler or the other eroups, both public and private, and ny WNAry 
| will try to make this clear, 
Senator Porrer. It is more in opposition to section 54 
Viv. Grauk. We are concerned with both ons 4 and 5. Senator 
re 
I) eeneral, our oppo tion based upon thre fs) . es it the proposed 
would very seriously dilute and weaken the Public Utility Hold 
( npanyv Act of 1935, and that this reduction in the cope of Fed- 
1 a lntion of the eleetri utility ndustry how or ly | ohily un 
le but quite unnecessary, , 
rthermore, it is accompanied by no assurances of corresponding 
{ts to the consumers and investors concerned, On the contrary, 
proposed exemptions from regulation would open the door to a 


rrenee OF the same typ of wide pre id abuse which led n 1935 
the enactment of the Public Utilities Holding Company Act. 


Wil } \ ed sul equent to one of the most thorouch vomng 
rations ever made of any industry, and for 20 years has stood the 
OT experience, Ienactment of S. 2643 would repre ent the first 
tof the Pubhe Utilits Llolding C. hipany Act since it be 
til 
CT ( dence that rather {| Ln We ket th) et thy Coonere 
| 1 | ito th cle irab L\ of trenoth ning 1t OFT at least 
tiie mal ibil BY OF tin Lt lator Log C | coy. 4 i¢ ( il 
eect Very 
Phe principal issue raised by S. 2645 is not whether the national 
| ( ho ital encourage “paxXtihun deve lop Crit of low COs e] 


eCheraey Prom itl miree of power,” which 1 Lie of the stated pun 


Rather, the prin Ipral question it seems to u 


i 
‘ tiie (>) Wied nha wUaVvestor Ol Lhe }>1 vite electri il t\ ! 
dustry are now to be deprived, for no compelling reason, of essential 
rotections allorded them for the past 20 vears under the Public 
ty Holding Company Act, an act, incidentally, under which the 
dustry has grown and prospered. 
One of the central policies of the American Publie Power Associa 


| | 1 


een to advocate the maximum developnu nt of low-cost } 
we b lieve that Ss. 2643 will not accomph hh thi 


t,may very seriously retard further progress tow 


Wel 

purpo © ai d. inh 

ird abundant, low 
| power, 

Before discussing the bill in detail, T should like to empha e that 
ve have not been ible to underst mad why this bill is neece arv at all. 

The national pohey which 1s set forth In section 2 1s, to the hest of 

r knowledge, not a new policy but one which has been in effect for 

iny years, and under which many effective legislative and adminis 
rative actions have been taken. 

The exemption which section 4 would provide from the definition 
fan electric utility in the Public Utilitie Hlolding Company Act can 
lready be oranted by the Securities and Exchange Commission in 
ases where it 1s reasonable to do so under authority expressly granted 
y section 2 (a) (3) of that act, and section 3. 
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Ih s section state 1} part that the Securities and kexchange Con 
1 

application ] er ¢ re a company operating any such [gen 
ition, iil . ! i ] n}] faeiities not to be an electrie utilit 
ompa f the ¢ iSSio1 n that (a) such Company is primarily engaged 
e businesse thre han the business of an electric utility Company 
eason of the sn unt of electric energy sold by such company it 
il n the pu c interest or for the protection of investors or con 

ers that wh compa be considered an electric utility Company * * 


There is also section 38 (a). which states in part that the SEC 


sh: exempt a1 holding company, and every subsidiary company thereof as 
ch, from any pre ion or provisions of this title, unless and except insofar 
t finds the exemption detrimental to the public interest or the interest of 
nvest or consumers, if (3) such holding company is only incidentally 
eing | irily engaged or interested in one or more busi 
! es other tha hie ess of a public-utility company and (A) not deriving, 
rect ‘ l rectly, any material part if its income from any one or mors 
sidia ompanies, the principal business of which is that of a public utility 

" * * 


Th . the present law is caretul to pros ide for exemptions where 
Company snot primal L\ 1 the publie tility business and should 
not be = tre it “de If a company does not meet these tests, it seem 
rely reasonable to conclude that it is in the electric utility business. 
If a compal vy wishes to enter the electric utility busines ~ then surely 
hould be willing to a cept the Federal reoeulation which was found 

e mn iy through some very painful experience. 


In addition to providing exemptions for companies which meet 

reasonable tests, the act has the great virtue, which S. 2643 lacks en 

f allowing the regulatory agency to decide in each case, in light 

f th reumstances peculiar to that case, whether such exemption 

ould be detrimental to the public interest or to the interest of inve; 
ti )) nsume! 

This kind of provision is an all-important guardian against the 


buses which could develop under blanket and apparently self-execut 
exemptions of the type proposed by S. 2643. 

Section 5 also would appear to be unnecessary. The type of com 
bination proposed in section 5 is permissible under the present act 
t meets certain statutory standards. It must be part of 
teerated publie utility Sy stem, contribute to economies of 


peration, and not be 
re sie ng the state of the art and the area or revion iffected, us to 


inagement, efficient operation, or the eftec- 


ened LO accomplish the same 


ind meet other standards explicitly desi 


purpost S Ulu et forth in S. 2645. Phess tandards at the same 
time afford protection to consumers and investors, which S. 2643 would 

estroy 
\s ; t I fact, the act prov des for thi exemptiol of the mem 
holding company status where this ts 

ad. 

If con] { forming such combn wWions a contemplated under 
section 5 woul | become hold hg companies ubject to reeulation undet 
the Holdn Y Col pany Act. thet urely they should be subject to it. 


4) 


‘TI e ct i ised Upol lL 7-year investigation by the Federal Trade 


‘ully drawn to prevent revival of the evils 
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h gave Vl e to the invest watlon, ana it his heen ope 


t noticeable hardship on the utihty madustry for some 20 years 


It would be most instructive to know exactly what i in the 
ding Company Act which is so repugnant that relief from i 
ied essential. A simple desire not to be regulated is understand 


Dut woul | hardly sullice aus a Das fo. the sweeplhe exel pl On 
posed hy Section D: 
| should like also to touch briefly on some of the cor siderat On 
led to the enactment of the Publhie Utility Holdu e& Con pany 
bet of 1985. because we believe that manv of these consideration 
re pertinent to the principal questions raised by S. 2645. 

Public Utilities Holding Company Act of 1935: In a report of 
lune 3, 1952, on the administration of this act to the Subcommittee on 
Vio! opoly ot he Senate Select Committee on Small Busine os the then 

tirman of the Securities and Exchange Commission in his letter 
f transmittal explained that the Public Utilities Holding Company 
ve 

ers from the general type of antimonopoly statute designed to restore 

tiveness of competition in a free market. Its purpose was to revitalize and 

then the field Where operating utility Companies are permitted by franchise 
netion as local monopolies. 
It was the extension of the monopoly status froin the local operating level 
e nationwide holding company management level that brought the need 
regulation 

he circumvention of necessary local regulation had been achieved by shi 

the control of operating electric and gas utilities to out-of-State holding 

panies which developed into huge, uneconomic aggregations of properties 

» concentration of power was accomplished by excessive pyramiding of cor 

e structures and other financial and operating abuses which went unchecked 
eventually caused staggering losses to investors 


+ 


Phe SEC report referred to the many serious abuses which resulted 
this concentration of control. It stated that the more signilic ant 
« dy closed by the Federal ‘Trade Comm} s10n investigat on and 
I led to enactment of the Llolding Company Act included: 


1) Inadequate disclosure to investors of the information necessary to ap- 


‘the financial position and earning power of the companies whose securities 
purchase; (2) the issuance of securities against fictitious and unsound 
(3) the overloading of operating companies with debt and fixed charges, 
tending to prevent voluntary rate reductions; (4) the imposition of exces 
charges upon operating companies ft ry various services such as management, 


on of construction, and the purchase of supplies and equipment; (5) the 

1 by holding companies of the accounting practices, and rate, dividend, 

d other policies of their operating subsidiaries so as to complicate or obstruct 
te regulation: (6) the control of subsidiary holding companies and operatin 
minies through disproportionately small investment; and (7) the exten 


n of the holding Company systems without relation to economy of Operation 


» the integration and coordination of related properties 
We feel sure that this committee would not want to permit a revival 
imilar abuses and it seems to us that the provisions of S, 2643 
ould open the door fo va recurrence ot many of these very same ey ils. 
Yet effective regulation will be even more important in the future 
in it has been in the past because of the increasing importance of the 
ctric power industry toour economy. ‘Thus, total installed generat 
g¢ capacity In 1932 was about 35 million kilowatts, compared to a 
ipacity of 820 million kilowatts estimated for 1970 by Electrical 
World. 
This growth reflects a relative increase in importance; by 1970, the 
erage residential consumer is expected to be using two and a half 








164 ) Gt we tek: 1 
elect me a e clo today, and the use pr 

| 0 ! g ( ited to increase by SO percent 0% 

ha i] rt aent vl 1970 are estimated at S] 

D ! thar e revenues from all sales, reside: 
plus commercial, in 19: 
mE nm 4 of S. 26452 9 on 4 would exempt from the Holdi 
Company Act’s definition of “electric utility company” any compa 
n p tral n, or distribution of elec 
ene ihe eC! | n rt ‘ y or indirectly, of facilitic 
I a Nn | rol ye ucle miterial which heat is uses 
aire ectly, in g electric energy 

Although the Lome powell Naustry does not now exist. there 
rene erreemen that the ve ahead | will become a very bare 

a Ii} ( ndusti Well formed nadir duals freely pred 

e\ | J } | be ( e Inmajyor power soul 
oT the orl 

\te powel expect eventually to become not only abun 
t. availa reels out regard to eeographical loca 
{ \ [e¢ Ch) l l Le Stra ~ on occa ion. has predicted pel 
Lay eropt that the d Ly will come when atomic powel 

LOO eap to me : 

[Re t Charpie, ana tant research director at the Oak Ride 
Na | Laboratory, pre ts the ultimate achievement of zero net 
hue nea papel ub ted to the Mclx nney Panel of the Joint 
(om! tree ol} \ te ek oy The demonstration atomic powel 
plant proposed by the Yankee Atomic Electric Co, apparently wi 

( iL low fuel ) eve during inst. 5 years of operatior ‘ 
Ccor e to the SEC « the Yanl proceeding In respect te 
ts 1) | finar no 

The SEC opinion states that 
\ ., ( ed at appr tf aS on for the fi 

( ( ~n er | t-hour, a fuel cost si 
roached Cine I Or n rn steam plants in the Ney 
Di d ( 

fh }? yposed legisliat ! of great importance in that it would set 
the pattern of Government regulation, or lack of it, in important 
respect or tl ie industry It see) lecessary, therefore. to cor 

I how might affect this dustry, not only in the short term but 
for the lon o term as well. , 

In the short term, t purpose of the proposed exemption presum 
ably yall n ifacturers of reactor components, metallurgical 
firt cl | comp . and others to participate in demonstration 
nuclear power project Mr. Walker Cisler, who is president of two 
groups aggregating 51 corporations which propose to develop and 


l projyect 


if 


} 
i 


, ° 
nic ove 


of 


is indispensable 


e constructio} 
and by opposition to S 
eessful prosecutio of 
entel t] e ft lity by ne 
different » Wf relation 
which they have bee 


hips with Government 


testified recently that enactment of S. 2643 
MIPS are to proceed. 


pio eering fa ilities is a laudable venture 


%6413 we do not imply opposition to the ST 
hese projects. But when nonutility firms 


they enfter 9 tvpe of business which is quite 


1Y 


from the businesses 


*T) engaged, 








| { xX | roe | { tint ( ( . 
Jeary o) ed by Gove rae Lerch cane rent i 
(lover e] n certain respect Phe Government pervision re} 
eq vy the Tfolding Company Act exists largely because p 
' Un holding Com panite eriously abu Lt ( r privileg 
: ‘ I 
eal hn e of effective Federal regulation. 
It seem rensol ible, then, to expect t hie non litv bu e fin 
pt Vv I] noly the reoulat bl n that aceon panies the eleetrie utility 
) | they er de to be ome ele tric ut hit \c | rhiave vg 
ected certainly not clear, as far as these demonstration pl 
0 1) I’ Neerned that they would be reonrd 1 dy S1e¢ \ 
( 1 V event, \ vould not agree with Mr. ¢ ( 
Oe ( iS. 2643 - liter lly ind pensable to ndustrial participat 
enmoonstration projects. | 
ever, { } anket exemptiot by tiatute from the provi fs) of tl 
ar | o Con pert y Act } the }1 ce of mad trial partic patrol n cl 
lopmental nuclear power projects, then this too high a price for 
onsumers, 1 (Ors, and eeneral publie tO pay. thoue! \ | 
Ve . we do not ag) © that su h exemption | ecessary to then 
! nstt hh 


erious long-term effects of section 4 exemption: For the lone term. 


the exemption provided by ection | could have the ¢ lect of remo no 
| ! 


ely vital segment of the nuclear power industry from the pre 
ons of the Holding ¢ OMpAany Act, and for no ipparent compell 
iSOl We do not understand the log@ie of sayin o that the pro U1 

of hent to be used to venerinte electric power | not pure of the 


: ° ’ ’ , : 
{? eoutil ty Dusimess, the proposed amendment declares. at i we 
4] : 1 1 . . 
( eve that anv sucn leaal declaration would De eaceed neviv unde 
: ° 


Ll ¢ fo. {| ce future Cl 1) ( { the tom power mau crv. 


Vr. Graun. In that connection, Senator Pastore, | was very n 


(| to lhe l the usgestion of the Ato 1c Ie) ere} Com l oO 
° . ' , 8 


( lL be elad to e them now Ol when thi yV come up. 

ws itor Pasrors No: I don’t want tO wWterrupt your presentatiol 
[f you will cover it that will be all right. . , . 
Mr. GRAHL. Yes. r | would like to comment on that 
Linder thi provision, oil COMpant ~ chemical companies, electrical 


quipment companies, and any other company or combinations of com 
t 


eC ! t ot] rw] eC electri utilities eould build nT d operate a 
mber « f nuclear power reactor to produes heat for the generatio 
f eleetrie power anvwhere in the country, indeed all of them in the 


pany regulation. Up to 


ountry, vet remain free of holding com) 


team venerator, there would. if appe U's, be thre OpPPoOreunsey ror esse} 
iv unregulated regional or nationwide monopolie 
The technology of atomic power is such as to encourage the integra 


lon of processing and manufacturing industries, and the construction 
f every large generating plants in order to achieve maximum econ- 


TOA? 


mies, Thus, in an article 1) the Novembey Le/eded iS ue ot Nucleor Cc 
magazine, Mr. Wilbur E. Kelley, formerly an AEC official and now 
vith ¢ ‘atalytic Construction Co., stated that 

It is inevitable that if industry is to assume full responsibility in ore explora 


tion and processing, power application and even fuel and waste reprocessi 
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pe il na { miust I me respor b Vy lo haat now Ci ed J 
Phe entire proce route will have to be integrated * * * , 
| ( e ¢ ‘ ! hen fre ‘ fo metal 
1 hy ! lered as a series of interrelated operations * * * 


\ fuiliv. the te nical nterrelation hips extend beyond the fab 


0 ot | ie] element to the cde vr) nad ¢ peration oft the reactol 
C\ are to be used ic thene to the development of the Pp! 
( cL cle oO of the plant nece iy to Ve process the spent fu 
element wd reclaim the fertile and fitssionable materials, 

I i\ rtilh) ¢ MOT md eth ency, fuel element dle lon, react 
desi¢ ind operation, and the processes for reclaiming spent fu 
element hould be eon dered a Inteeral elements of a related proc 

| not to say that they all must or should be done by one con 
pany or combination of COMpPanles, but these technical interrelati 
reir wel] CHCOUrAGe a decree Ol corresponding iInteyration ( 

! oe jueanutacturing, ind chemieal processing firms 


Io. example, it is conceivable that a reactor manufacturing con 


many. a fuel element manutacturine company and a chemical com 


puny ti rohit ore 


nize a separate firm to produce heat from nuck 
reactors, with each company holding part ownership in the nuclear 
eat producing company and providing to it plant construction ser 
ice. fuel elements, and fuel reprocessing service. Operation of the 
reactor could be contracted to still another company, perhaps thi 
util ty W hich is to use the heat to produce electric energy. 

This type of corporate organization is certainly possible unde: 


existing law, assuming no violation of the antitrust statutes, but 
would be subject to regulation under the Pubhe Utility THlolding Com 
pany Act to the extent that the Securities Exchange Commission de 
cided that reaualtion wal required to protect the public Interest and 
consumers and investo) 

Ilowever, under section 4 of 5S. 2643, such corporate combination 
would automatically be exempt from regualtion. ‘This kind of blanket 
exemption would, we believe, retard rather than accelerate the de 
velopment of low-cost atomic power and, in addition, permit revival « 
the ve I'\ evil which led to the enactment of the Holding Compal \ 
Act 

lo | rate the danger of the proposed blanket exemption, | 
would like to pursue further the example of the heat producing com 
pany jointly owned by a reactor manufacturer, a fuel element manu 
‘acturer and a chemical company, and supphed by them with the 
eCrvice Wile I) Crt I) Is equ pp d 10 Pron ide, 

Linder thi Ly pe ol organization, the respectsve Costs of reactol 
construction, fuel element fabrication, and fuel reprocessing would be 
tercompany transactions, Since each of the Sup 
pliers would also be a part owner in the heat producing company, 
the latter presumably would purchase services and materials from the 
owning firms rather than in the competitive market. With this kind 


of closed ar mngvement, how much of a spur would there he to produc 
at ¢ 


handled throug 


Ing powel at minimum co 

Once the technology had advanced sufficiently to permit atomic heat 
to compete In price Vv th heat from fossil fuels, itis at least conceivable 
that further economies in reactor desien and construction, fuel ele 


ment performance and fuel reprocessing would redound largely to the 
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net ot the ownel COMPA 1e pro) idine the 23 ePTV1E? rathe fhy-y7 

, the consumers and investors of the electric utility industry 

Ifanownel COMPANY ilso operated the rea for, operating econome 

cewise might be largely W thheld from t he eneregy-generatl ena 
! IsStry If sucl corporate aggregations Came to ow O s) 


rol not one or two heat produc mY reactors, but a very larege Ure? 
over the United States or In 2 large region, then the cost of ator 


it. and thereby the cost of atone power could be stabilized, not at 


ts minimum reasonable level but just at the level necessary to compet 
th the price of heat from other fuels, such as oil, gas, and coal, 
| this ituation, the Will il o would wppeal to be open to capital 
writeups s milar to the old practice of capitalizing water mehts. Once 


heat had been brought below the costs of 


the actunl costs of atomic 
it from fossil fuels, the owner-companies of the atomic heat produc 
liane presumably could capitalize this cost saving, thus inflating 
their capital structure and at the same time denying the savings to the 
COnNSUMEer. 

Such developments obviously would be fatal to the achievement of 
low-cost atomic power, 

Senator Pastore. You are talking now more or less about rate 
ire you not 4 

Vir. Grane. Yes, sir. Tam talking about the cost of heat. If the 
heat. producer in this hypothetical example were owned wholly by 
compantes | ot otherwise utilities, then it seems to me the rate for the 
heat would be unreoulated. 

Senator Pasrorre. Wouldn't that come under the Jurisdiction of the 
Federal Power Commission ¢ 

Mir. Grannt, | don’t know, sir. This is heat. No one, as far as ] 
know has determined whether this comes under the Federal Powe) 
(oniiuission. 

Senator PAsTore. Ileat unless if means electricity, does not come 
under the SEC. Now you are saying that heat could not be electricity 
oas not to come under the Federal Power Commission. . 

Mr. Grann. S. 2645 defines a heat producer for purposes of title I 
as not being an electric utility. 

senavor PASTORE. You iY urd the testimony of Mr. Mitchell, counse] 
for the AEC, who thought that we should add the words, “electric 
power,” to the word “heat.” I think that the charaeterization tliat 
he made is that he didn’t see any essentiality of leaving it out unte { 
was merely an inadvertence. I have instructed the staff to vet inte 
that. I don’t think we should get too technical on that. 

It iseither heat for electricity or electricity for heat. T don’t think 
we should define this as to the extent that we are voing to use it as a 
ubterfuee. Tam interested in your reaction, When we talk of this 
heat we are talking about heat that makes electricity, And if it) nt 
regulated under SEC it ought to be regulated under the Federat 
Power Commission. 

[have made that position pretty clear. Even to Mr. Armstrong 
it the time he was here. This iden that it is going to ceme outside 


j 


Of regulation, | think Hi\ elf is aoa under tanding, hirst of all you 


have several phases here. Every public utility company is either 
regulated by a State supervisory committee, if it is an intrastate op 


} 


eration, and if it is an interstate operation it comes under Federal 
Power purl diction 








\ , - tol Chnergy i qu 
! i ( \ or order be operate at 
‘ \ if Yo r’é ly have the Graovernm«e 
} ‘ er \ 
‘Y ‘ i ! out the fourth w Ly. | 
Iment be Prada il e are thay oa super abundan 
O} pers 0} V1 \ 1 rere te Vv SOME Peo} lea being ome 
{ i wera il 
| go along with t we ought not to throw the keys away ar 
es IX. et Ve The >] \ 1? Opel mad let evervbody through 
| ( reo iL10O ere Fundamentally, o ection LV, you have the 
UWion W tO e most rigid type of regulation that yo 
eo ise eo] ire cle ‘ ith can manufacture 
ty 
Mr. Gran. Yes, ; tt LC regulation in terms of healt} 
i. : Phe AKC does not, IT beheve, regulate 
Pply ord | { CO 1 ( une terms that the SIEC or t] 
1 rt ide ULiLitte lont 4 nix cA bud regulation can be it 
~ to} rr} er opoly unl VOU @ly 


‘ OM ine i ‘ tl VW ) ME nOnOpotize th Vi 
eld of ¢ t) } e} tor ( roy Where are thr 
vy ( | i | \ 16¢ LO { ve it to them é lt 
( ole Operation 

Nii (x i { ect i CU Tlie A LC rt 1 tiie ul Tit 

Senator P E. J Fed P Comminsios 

\{ (GRAHI Yo WW ¢ \ ! Ot Cll \ labil to fuel upply 

a or i ke. | ot t ha bination irst of 
i Tlie oO I eul t { 1 pl Miu ( } Ye entirely Upo 

( j | of fuel that ( vet, 

Nine. Gi | if ! i f the At e nero Vet had t pre 

} would attael reoulatio to fuel supply, 

Lilt Oot) | ( eC LO Sé | 1 \ mehete have no rele 
vance But the At Lori Let clo t vive the Atomic Ener 
Coon on author V tor V-type reguiatiol 

Senator Pasrorr. No, I realize that. On the other hand, are we 
talking about ut litv-type regulation in se ne bonds In capit lization 
or are eC tatk Yr about ul | res tlation nsorar a ral are Con 
{ ed the selling of electi current 4 What the great protectiol 
l ul swe re triving Tol ! ti) part eul ] field ¢ Lre we trying LO 
protect e consumer and the mall investor 4 If that the case why 
isn't the consumer protected by the Federal Power Conimission ? 

Mir. Graun. Beeause section TV drav a line meht through the 
steam generator and say bial any company producing heat that is 
not otheryv enuf t\ ft nerect! utility. 


Senator Pasrore. Only for purposes of the SEC law. 
] 1 


Mr. Grant. What is the status of t] heat producer under the 


Senator Pasrori Let? issume that it can Come unde the jurisdic 
tion of the Federal Power (¢ ommission and we so wrote it in the bill. 


Mr. Grau. All richt 








Mir. Gi | lh dlothe best Tecan. \ 
~ r IAs | Fake time to 1 ( t t 
{ ferment i 0 ths { i | Vv. 00 
Nie. Ga \ssuming that the Federal J on re 
elle e., there are some resp { kederal Pe 
( On regulntro ao rt Ove] Vi e « } hie ‘ 
f the Sv iti nal | vchanee Com ( thé | CLIT 

( ! nv Act 

() e example. ind | beheve thi correct, { il KPC reoulation 


not vo to the method of organization ot ns eombny won oO CO} 
I think the SEC statement mentioned several other insta ( 


hthe reoeulation by FPC would not be the same. 


For example, section 10) B Z of the Holding ¢ OM] any Act require 
he (Commis ion to prohibit an acquisition of securities Dy a registered 
ai vy COMPANY \ stem if if find that the cor cle reat on by ne par dl 
es not bear a fair relationship to the sums invested in or earning 
pacity OF thre utility vsset ll derly vw Sil ePCULritie 


rhe standards embodied in section 10-B 2 would be ppli ble section 4 


vere in ellect 


sSenatol PASTORE. That would be if SC 6 {lo} t were In ¢ Teet and hot 


t / 


CLIO od! 
Mr. (TRATIL. No, SII. Thi Is one of the etTeet which would follow 
from enactment of section 4. 

\ | O they refer to a confu lhe conthiet whic Ih would c raise d Ih CO] 
nection with section 10-B-—3. 
| nder this section of the act, the Commission cannot approve thre 
equisition by a registered holding company system of the securitie 


of an atomie reactor company 1f at fine that such ACqQuIsitlon WV il] 


( 


nduly complicate the capital structure of thie holding company ystem 


if the applicant or will be detrimental to the public interest or the 


nterest of Investors or consumers. or the propel funetionnu 


l\OldInNG company system. 


Section 10-C-2 would also be inapplicable. Under this section « 
he ict. the Commission eannot approve the acquisition by a ree) bere 
olding company of securities of a public util tv company unle 
Commission finds that such \CQUISITLON W I} serve the publ C inter 

VY Te nadine toward the eCCONOTN en il cl ofli lent devi lopment ( 

erated publie utility system. 

{ nae r section | the protective prov lon of tt) ection would 
longer be applicable 

The eG ure the opinions of the SEC. I } lve a umed that Chey are 


rrect, 

Senator Pasrori Do vou havea question 4 

Mr. FrenpwMan. That means that a company nm New Eneland whi 
hes to participate m the Reactor Atomic Development Cot p. cannot 


do it under 10—-C_2 ? 
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Is that correct? And that is exactly what they are asking, that 
there be as general an opportunity to participate as possible. 

Mr. Grau. The question, it seems to us, Is still whether we shou 
throw overboard the protectiol which are written into the Hold 
( ompany Act tor YOO wl d sufhelrent reasons, In order that some fir! 

New England can participate in a project in the Midwest. 

Mr. Fetpman. The testimony we have had indicates that under sor 


circumstances 


li 5 necessary, to vet this program vyoing, to have 
wide a participat On as possibie so long as you Can keep the Inve tor 
and consumer protections In this situation you don’t need that pro 
tection where there is an inverted pyramid. 

Mr. Grau. Section 4, however, does not pertain to demonstration 
projects. This is general legislation for the long term. And so 


section ». \\ nel thetwo ire coupled you ive not ts ilkine y about demo. 

ration projects. This doesn’t seem to us to be the issue. The dill 
doesn’t relate to demonstration projects. It relates to the atom 
power industry. It is not limited to participation in one experime ntal 
project. It can apply to participation in any number of project 

Not immediately, certainly, but for the long term. 

Senator Pasrore. In the opening remarks that I made at the time 
these hearings commenced, | did say that I am a firm believer in the 
wisdom and in the eile: tiveness ot the Publie Utility Company Hold 
ing Act 

I don’t think we ought to do an ything directly or indirectly to sub 
vert it ortoscuttle it. But we have here an entirely different situation 
is I see it. If [ : im wrong | would like to be corrected. 

Traditionally the reason why the Public Utility Holding Comp: 

Act came into existence is because there was the : activity of one hold. 
ing company to buy a multitude of operating companies throughout 
the country and thereby through only a small ownership, control the 
operation of iis companies, with a very small investment and 
through some methods of manipulation, and a tually create an eco 
nomic empire that was not in the public interest. 

Now here, of course, oe the reverse is true. T hope that in de 
fending this bill we shall also be able to defend the Publie Utility 
Holding Company Act Se if this bill is to destroy that act, I fon 
one am not for the bill and would not be for the bill, and I don’t think 
any member of this committee would be for the bill. But here Vou 
have a situation of not one ne, company reaching out and 
trolling a multitude of operating companies, but here you have a 
situation of many operating companie s getting together and in order 
{o economically make electricity, get themselves into a joint project, 
and only because of the fact that it is joint it is large and for that 
reason can more cheaply produce electric current. That is the reason 


why I ask the question time and time again: Against whom and 
against what are we trying to protect when we revise S. , 


, 


What is actually the peril ? All those who were op pe sed t so 
far are talking about the virtues of the Holding Act in which 4 we a 
believe I don’t belie ve vou can go so far as tO SAV that =. Y643 is 
had because the Holding Act is good. I would like to oor someone 
ell me in what way S. 643 « lefeats the Holding — 

fam not arguing with you, but I would like to have it explained 
to me, too, because after all if everything that you say is true, then 
[ would be on your side of it. But I don’t see it exactly that way. I 
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your association being interested in the ability to buy current 
cheaply. 
Naturally if a public utility company can man ufacture current more 


iply and is supervised either by a local public utility cor 


yithids On} 
by the Federal Power Commission, in all probability even you 
buy the current more cheaply. Am | right ¢ 
Mr. Gran. Yes, sir. 
Senator Pasrorr. Therefore you and I would be interested in the 


» objective and that objective, of course, 1S protes ting the welfare 
econsumer. Now it is being told to us here that after all there are 
fain projects and T think there is a man by the name of Schartf 


‘stified here—certain projects that can be built up o1 


lv if vou 
ve thi S partic Ipation by a one of people who haven’t = eapital 
the means with which to build up that establishment on their 


Therefore if you get a combination of these people together to 
lly build that one project which is in feera ted into their svs 
mind you this doesn’t change the operat) ions of the utility om 
Vy, they are still selling to the same cu stomers, they are still sell 
it the same outlets, the current is still CO1 F Ove ‘the Same pol , 
| 11S electricity which 1s being venerated in a steam plant, let’ 
in Providence, maybe will be generated in a big steam plant in 
ton but won't serve Providence alone but might serve a number 
ommunities and by this large scale—like the Atlantic & Pa a or 
First National Stores—because it is a big operation, they will be 
i. position to more cheaply buy this electricity and because fi V 
it more cheaply they can sell it more cheaply. 
Phat is the way the case is being presented. Tf that isn’t the situa 
I would like to have some ‘hody specifically tell me, rather than al 
iys defending the Holding Act in which I believe. 
I am not against that. 
Mr, Grant, With respect to the method of organization, in which 
uu contrast a pyramidal type of organization and the abuses there 
der which led to the Holding C ompany Act, with a sort of inverted 
ramid characteristic of these projects of which we are now speak 
¢, I don’t think that I would be prepared to predict that S. 2643 
would inevitably lead to the same abuses that occurred prior to 1935, 
or toany abuses. But it does seem to us that by relaxing and reduc 
1@ the reeul: atory author ity of the SEC, we do open the door to the 
levelopment of abuses. M: ay be they woul | be different. 


‘ 


Cin 


With an upside down organization, so to speak, one might get dif 
ferent kinds of harmful combinations. The advent of atomic energy 


ianges the technology, but unfortunately it doesn’t change the 
iture of human behavior. 


Senator Pasrorr. That istrue. But we must always remember that 
fter all a drug is not bad, per se. You put a drug in a capsule 
nd you may develop an addict, so is very bad. You can put it 

medicine and it may cure a disease. You just can’t say that just 
tuse this bill noun the Hol Sai Act, it is bad per se. 
Mr. Grant. No, s 
Senator PAsrore. I think it would be erroneous to SAY that. | wel- 
me very much what those who are opposed to the bill have to Say. 
| hope you don’t misunderstand me in any respect because many 


mes we ask questions here merely to provoke the thinking of wit 








( to 
‘ TTY 1» > « “ i ey Par’ ( er { 
it ( | | 1 tte bout ( 
( ! ! | ( l ore | | 
Ir. Gi | 
> or P | » esti Ot men cr { 
{ >} } ) t merely to draw o 
ot ( 
Phe p fl \\ e it true that there 
{ { 1 | Coonipa Act ined ere We ha 
‘ { ! i ever @) oned at the time 4 
Hold a ‘ | { jul ecause 1b CO ern 
( { ) Cull ersome 10 1 ho math 
miu | pu under the SEC b ise 1 
\ Lich be { ) il l sol ible loon would 
Vir. Hi. Yes, sil 
or I’ tl | ‘ owed pec ily wherein S U4 
| 
lr. GRA if | enk personnal rather than as representing 
{] one pont. L would like to do that 
( ( mld agree that the te hnology of the 
hadust! changed mee Lobe. In addition to 
enerey we do ve tl tendency toward the very large generat 
produce power TW 1h MOre ¢ heaply than a large 
ber «af itered bald plant 
rsonal Vy, tt cant expr the view of the association 
use thr ent expressed it on this point, it would seem to me 
- e to exa nto the technologwy of the utilitv indu 
nto the ad tedly mibers of layers of regulation that have 
oped to ertatih What the best Wilh for the utility indu try to 
net hoor eo and what is the most ser ble w iy to regu 
On tect t uner, the investor and the public interest, 
Titan 0 ike €] regulation so burder ome that the 
{rune 
res pes ot bill, Senator P 


ustore, we don’t think 
th , for example, is a blanket and self 
tion \nad on ethines about the Atomic Enerey 
rary it med to me to be worth consideration 
e ba 


cn | { In here, In addition to the ey 
that Mr. Mitchell used, on. 


*s 


‘ 7 ipproach nv Lint 
j j ea | | 
( } ( Lcd l l ) 


i. ul iva pre 
elit omic in Minnesota where con 
he | 1. Jetou iwoin L965. but im the 
i ‘ , 1) 
\ La co Mak plant sitting on top of a @as well, 
! ot) O practical value until 1975. Sx 
\ ! \ ( CLOP Tie t tnacihitv cannot only litter 
en i iiso qt 1 ie LILY CO 106 | L\ 
‘ | ’ } 
( tid) t | ia, 2a | . oe Li CNX pt 
{ | pr | e new ndu {ry 
re. Dy VO eve that private industry is com 
| 
4 i i 





1 VD }>} ( ] ] ()] | (*d) ( 1 { ; 
‘ ri to start t x et tt 
\ IP dou ( OUT cle Pha li . 
\ ( | ‘ ost y \ 
' ( heeou \ | O) ( et rou 
a hintl the ’ ‘ | 
3 ite, and I did re ol ng with 4 | 
I | | ( Wily cf {| ’ ef Thiel boat [oc 
woot th { prop perspec t 3) i yryabD | 
1, ' ty co } hide { iY t pul p> t ( ) @] ( 
alive @ Y Into | boUdn Mi ost 
1 \ Op ment Where ft ! be Lyte ao re ! pel ( ( 14 
othe) parts of thie COUNTS 
I can see the effieney of t proyect \ rvorleen 
| e Loke I lon | t { it se rv A i | 
i hye rreepode Ve ( CHALE I re ( ( Ol I ! { \ hit ( 
ry. very I PChenpel Anat | | itl { ne of tha ) ly 
' aay ahh Ns ins a 
Wh 1954 1 \ it ton bie \ is | I 
ead ft nmnendment that would oe ( One reference to thre 
{ reas of he country with reference to atomie enerey 
| Lined lyeyt il dinent for thy revo le ? } tlyeat Poe () 
e | ( nomy owl preun't Ol thre vudnati | ly () «>t 
wer there can be justified on the @rounds that it is expensive to im 
toil, coal or other fuels which must come from elsewhere by bare 
hont.orrath Naturally, P have enough contidence ho private madustry 
he able fo properly determine where they will do th I don’t be 


eve any board of directors of any public utility Hipway or any com 
ne of them are JUSTE Gomme to tuke and throw their. tockholdet 
oney dow) the drain, | don't perceive them dome that at all. 
Asa matter of facet. sometimes T beheve that they are more eautiou 
they oueht to be. “Phaty the chief concern that LT have had as to 
t| whole participraiton mM the developmu nt of the \ weful atom o1 
Phe part of private mndu (1'\ 1) Ameren, While | have heen di turbed 
hy Ba lean appreciate ome of the definite prol lem thr they ive 
Phe) have the problem of Msttrahnece Ono ow hie in we have head eCVel i] 
CAUrInG before the Jon | (‘oni tftee on \tom e ey eray Nov thre I 
other problem of Federal tax that Mr. ( er talked about. and 


Jem relating to the Holding Company Act. 


— 2 


reas thi prol 


Private indu try has all the e problem Wi have to appraise thi 
terms of our need to outdistanes Ru \ vic {he other countrie | 
world rachievine ome power on a compeblltive basis with that 
ed by they hot conventional fuel That the over il] mre 
Naturaliv. there Pop dle es that have to be ettled her \ | 
But fundamentally. if t Mill] fails the purpose of helping t 
! ra } ! the si ll inve r. the eC ooh ) ‘ 
der it 
We bro rhtou {| bill sane we | med ( ay ! ms aon the. 
{ it | Wil 1 wood bill for the co iI | } ery I | 
that. | would le tO KNOW No « | We tine er an b 1 ( 
\ il] Supers oO We still v ( these companies reoulated by the 
ederal Power Comm ion if they ! Or Onl ! \ q 
them troll 1 by therr loenal conn On i tiv uit ! 
in) No one ha veested that that be relaxed 








174 \MEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


Mir. (a EL. It isnt clear to us why tl bill is necessary at all. 
Senator P OR For t one renson, and Tam merely advanci 
er to your question: It has been plausibly stated that in 
l na ti an rs) thrat ive the knov how, enginee! 
id pe onme ~ would like to meet thi challenge and (FE 

ita? 16 ey ele 13 ft thev mre eonceerned with thre { 
biti t | ld then they must come under the Pub] 


j We nent that ( } ere thrat f th become il oOciat 
n atomic Dowe? dertaking then they ought to come under tly 

' | 

Mr. Grann. If they become a utility. But the Holding Company 


\ tf mel I I) 0 ray ior thy Yeni} Ol Of COnMpal le which Are 


not lita Nor. Ay COULSE, ressed th and mentioned, 

[ ou tv G7 except vhich have been made for various com 
! like Gy eral [ele 

. itor P Yo e point t the minute they vet mito 
i prorect \ O| nad eleetri \ they we nece urily 

ler the ’ Didn't ve it / 

Mr. Graun. Did Tosa hat 

Senator Pasrorre. Ye ou did, Mr. Grahl, in your statement 

Mr. Graun. Th not the implication that T meant to make. 

Senator P re. You snid. in etfeet fier all what have they to 
complain rbout. I am not usine’ your very \ rads, Phe substance 
f th Wl teme} that if ndustrial company becomes involved 


{ 
nA project that produe eat and electri ty thet they are a utility 
ind they ought to come under the act. I think that 1s the argument 
You developed. 

Mr. Graun. If thi the impression [ made IT would like to read 
what I vid, It is back on page 3. 

Senator Pasrore. Read pag » 

Mr. Gara | ay On pag ) The exemption which section | 
would provide from the definition of an electric utility in the Public 
Ut lity Holding Con pans Act, can ilready be eranted by the Seeu 


ties and Exchange Comm on in cases where it is reasonable to do 
o under authority CAPT ly gl ited by ection ZY (a) (93) of that act, 
and by section 3 (a) The present law, skipping down 


Senator Pasronri Read the last sentence, 


Mr. Grau. The present law is careful to provide for exemptions 
where st compal \ IS not > I il ily in t | 2 publie utility business and 
hould not he 0 treated. iD a ] mennt the eC COMpPAantes which are 


not intending to get into the utility bu 1CSS 


Senator Pasrore. Then you vo on to say 
Mr. Graun. Tf a company does not meet the tests in 


1 the law and 
SEC decides that they ire aout lity, then it seems reasonable to con 


clude that the company n the electric utility business and should 
be willing to ept Federal regulation which goes with that business. 

Senator P POR! What do you nl a by that ? Do you mean, for 
eX imple, if a cor pany represe) ted by Mr. Holley he re today, which 
of in the utility busi hecomes a 


; part of this association, to- 
rether with the Detroit Edison Co., and what is produced is heat that 


oes to make electricity, they become an electric utilitv under the act? 
Mr. Graun. No. sir. 
Senator Pasrore. You don’t mean that ? 
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Mir. Gran. Tam diffident about saying what SEC would decide. 
But I think that the language of the Publie Utility Holding Com- 
inv Act is such as to indicate that a company like Holley Carburetor 
ould hardly be regarded as a utility if their participation in the y ca 

is the kind of participation that T understand it to be, from what 
\I Holley testified. 

The ections to which IT refer spell out exemptions for companies 
I} ly ure not primarily in) the busine: - of producing electric energy. 
doesn’t say they can’t produce some. 
nator Pasrore. In other words, the point that you are making 

ere 1s that a compan) hike Holley, if it applied for an exemp tion, 

mild certainly under the law be granted one because it is not. pri 
arily e ongaged inthe publie utility business ? 

Mir. Grain. Serine day leant say what SIC would do. 

Senator Pasrore. I know. It is your opinion they should have an 
cemption under that prov ision of the law ¢ 

Mr. Gran. Tassume so, if | understand the nature of their partici 

tion. What IT know about that is minimal. The further point I 
ould make is that one of the reasons why this bill is very difficult 
0 consider, I think, 1 is because these companies have not gone to thie 


SEC and asked for an exemption. They have come here witha 
ving exhausted the administrative remedies. If they had gone to 
e SEC and had not been granted an exemption, then we would know 
hat we are talking about, what the problem Wits. But havine not 


one, the question becomes hypothe ‘tieal, One has to speculate as to 

iat SEC would do under the authority it already has. 

Mr. Armstrong seemed to think that the situation could be handled. 
It also seems to be partly a desire just not to go to the SEC. Tam 

ire if would require a certain amount of work to prepare a request 
for exemption. But the Yankee Atomie Electrie Co. went to SEC 
ind they have their decision. They have had it for months. These 
ompanies would know where they stood if they had gone to SEC 
nd the committee and others who are considering this bill would know 
vhat the questions are, what the specific issues are. 

Senator Pasrorr. You raise a very interesting argument. We 
ave a representative here from the SEC, and he is following thi 
They are going to come back, and that is why we are developing this 
ise. TL appreciate very much your point of view. I think it is essen 
tinl that if get into the record so that we can have all sides of this 

question. 

Tam not debating it with you, but asking you questions to develop 
the record. I want to compliment you on the quality of your 
presentation. 

Mr, Grau. Thank yeu, Senator Pastore. As far as your que 
ions are concerned, I would feel disappointed if you didn’t ask any. 

If it were not for the record of what h: appened in the electric utility 
ndustry prior to passage of the Holding Company Act, this proje 
tion of the possibilities in an essentially unregulated atomic power 
enerating industry could seem fanciful. Tlowever, the projection 

conservative compared to the evils that flourished in the absence 

Federal regulation of the electric and gas utility industries during 
their initial decades of development. 

or example, the Federal Trade Commission report of 1935 (part 
2A) on its investigation of holding companies shows that, over 
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ption, we do not intend to reflect upon the motives 
ol sot supporters of S. 2643. We assume that their motive 
IV just as, in the early days of power company integrat 
es of the individuals and firms involved were apparently 
na directe | towards ne hievinge more efhic lent | d prod ICTIVE 
on of the electric utility industry. Tlowever, these me 


lowed by others whose primary interests were speculative 


itory, and whose manipulations finally became so harmful 


ety that the Holding Company Act was found necessary 


ust this dange that we urge be avoided. The ventlemen who 


yport S. 2645 will not alwavs be in control and we believe 


thriut thre proposed bill would allow the same evils to develop in the 
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pportel of S. 2645 doubtk SS sincerely beheve that no suel 
I have suggested will arise as the result of the exelm] tions 
We do not question their sincerity, but we urge that the 
nhauire as to whether this belief, in view ot the record of 

ests on soul d ground. 

ISSUTrAance s there that atomic heat produes rs will not, at a 

be milked through service contract with owner-eon 

ke the subsidiaries of holding companies were in many in 

ced in the twenties? What assurance is there awainst over 


On, Thre overloading of the heat produ Ing company with 


ae 
xed char@es, and other abuses 7 
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Ol Anderson, chairman of the Joint Committee on 
ergy, apparently hares this concern. In the fall ot 1954, 
ith reference to the Rocky Mountain atomic powe!) study 


private ut hities, that “the announcement that Electric Bond 
? 


ould be the pri pil evenius in trving to bring nucieal 
the Rocky Mountain States puts a cold shiver down the back 
who is hopeful that we may get development in that 

oricd 
ke to add some further comments on the idea of more 


xemption for demonstration plants. The prepared state 
l have perta ns to a blanket automatic type of exemption 
tratiol type plants. 
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| estifvine before the Jomt Committee on Atom Knerev on 
‘ebruary 16, 1956, Mr. Walker ¢ 


t 
} 


slet mdicated that all il he actu 
legislation which would exempt 4 
parth {pation In developmental 


I tal =] i Call 
Anderson suggested that any propo 


ly ore oO irds is indispensable 
Hiolding Company Act 


wer projects, and Senator 


ed 
Xt mptions should | be limited fo sue a proj Cts 
Senntor Anderson questioned Mr. Cisler on the need for S. 2645 and 
rked that section + of S. 2643: 


* * * would mean that you could have a generating station that would go on for 
} red years after it ceased to be an experimental reactor and that owner 
portion of that stock would not subject anybody to the Holding Com 
Act I think, if you want to get it to cover an experimental reactor 
t might be easier to get out of the committee than this provision which, 
eel) to me, exempts all electric generating stations, When nuclear 

power wis utilized, from the operation of the 


Holding Company Act. 
observed that 
was somewhat broader ft 
step first and cover the 
then if at a Jater date it desirable, becuuse of the size of 
er pliunts, that their operation should 


not be subject to the Public | 
Holding Company Act, that could be considered by the C 
Maybe this can pa as it is, but it would seem ft 
ke a pretty careful look at anything that 
ty Holding Company Act the 


Mr. Cisler then said: 


Chairman Anderson later 


han you need maybe it would be wise to take 


experimental work in which vou 


are now engaved 
sees 


ongress 
oO me that Congr 
would forever 


exempt from the Publ 
»oWnhership ol 


huclear power plants 


int t make 1 clear that the OnLy Purpose of this is to per it this 

ent vork to go forward and because tt renctor produced steam 

h, in turn, of course, is used for the generation of electric power, but under 
fferent ownership. 


Phe American Pubhe Power Association would oppose any statu 
ry ¢ emptions which are limited to developmental proyects beeat 
ese also appear unnecessary and undesirable. 
In the first place, such groups can be formed now. No change in the 
wis necessary to allow this. The Holding Company Act provides 
the exe mption of such groups or individu il members of such @roups 
vhen certain standards are met which are in the 
public interest and the interests of 


A 


law to protect the 
investors and consumers. If Sk 
xpected to find that maaan is not justified, why should the law 
rw be chaneed to accomplish exemption 4 
In the s 


e seco! id p! ace, st: itutory exemption woul | be uNnce 


sirable from 
the standpoint of the developing atomic-power industry. It would, 
we eas represent an opening wedge for a further wi akening of the 
Holding C ompany (ct It would not only set a precedent for spec : 
legisla 


ive exe mptions but it could not 
salle as might appear. 

There is no sharp line between what are called demonstration rea 
tors, which have research and development purpose 
( ally feasible power reactors. At present, the demonstration plants 


vhich have been proposed are expected to be uneconomic during at 
least the first 5 ye ars of opel ‘ation. 


. we believe, be as restricted ; 


and commer 


Llowever, these demnomates ation plants may well become economi 
producers of power at some time during their useful life. Improve 
ments in fuel element performance, reduction in unit costs, and in- 
‘reases in thermal efficiency are possible which could some point 
during the life of the plant, 


bring costs down to a competitive level. 
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There is already optimism about increasing the output and reduc 
the unit costs of the propos soil ( ‘ommonwealth Edison pl: unt. Ne ve 
thel cs, AEC has announced that a plant originally licensed : I 


search and development plant will remain in this category ete, O 
its useful life, whether or not it becomes commercially practical. 

lurthermore, the decision under the Atomic Energy Act of 1954 
to whether a plant is a commercial plant or a research and develo 
ment plant is up to the discretion of the AEC in exercising its eee 
ing powers, and there are only general satutory criteria to guide th 
exercise of this discretion. If there were distinct differences in t] 
degree of Federal regulation exercised over developmental plants o 
the one hand and commercially practical plants on the other, it is rea 
sonable to expect that AEC would be under heavy pressure from app! 
cants to find that their plant was developmental. There would almost 
always be some grounds for this because of the developing nature « 
the technology. 

In respect to the type of e xemption which the Atomic Energy Com 
mission proposed, this is a different type of provision than these pr 
pared remarks relate to, inasmuch as AEC had some suggestion 
which had not been iadeeas by us and which we would hke t 
consider. 

I couldn’t give you an offhand reaction for the association today 
but I would like to check back and perhaps send a letter to the con 
mittee on the AEC suggestion. 

Senator Pastore. Let me ask you this question. The President ot 
the United States, before the United Nations on December 8, 195: 
suggested an international agency for the peaceful development of th 
atom. That pretty well fixed as a policy of this country our participa 
tion with other nations In the devs ‘lopme nt of the peace ‘fulatom. Now, 
as a predicate to that, before we can do so most effectively we hay 
to more or less develop the atom for peaceful uses right here in this 
country. There is no question at all but that, when we passed t 
— Energy Act in 1954 which made possible the al coiek adie 

gency and spe ‘ed out the purpose of the Congress and of the Govern 
ment to promote this and to more or less encourage the participation 
on the part of private industry, that that was the new policy of th 
country. 

The AEC, because of its responsibility with reference to this partic 
ular activity, has taken steps of giving assistance. In the Yanke: 
Atomic Electric I think they put up $35 million and the Government 
put up $7 million, which I think is a fine cooperative spirit as a part 
nership, and essential. 

Since that is the policy of the country which the AEC has the re 
sponsibility to execute, do you believe that the SEC should check or 
review this whole matter? Against what would they be protecting? 
Everyone admits that these companies are putting in a great deal of 
money. As Mr. Cisler pointed out, it is going to cost them $40 million 
to obtain the same kind of generative power that they could obtain 
from a plant costing $10 million if they went into conventional fuel 
But they are w illing to assume this responsibility. 

Just looking at that you know it isa losing proposition. 

Mr. Gran. Yes, sir. I assume, however, that they are not doing 
it wholly out of _ goodness of their hearts. If they are, their in 
vestors should raise some questions. Presumably they are doing it | 
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for sound business reasons, as well as an interest in the general indu 


rial progress of the country. 
Senator Pastore. Yes. but we know as a scientific fact that those 
reasons W il] not develop before 15 or 20 years. But thev are w Lin Oo 


to invest this money 1n the hope that it will deve lop into somethi 1o 
1d or ZU years. 

Mr. Granw. Yes, sir; I am sure that that is the case. As I say, we 

ave consistently taken the position that these projects 

Senator Pasrorr. You Say they are not doing it out of the venel 
osity of their heart. Then you believe that the SEC should decide 
this stric thy ona business proposition. The minute that happens, you 
are not going to have a program. 

Mr. Graun. The SEC has not stopped a project yet, Senator Pas 
tore. 

Senator Pasrorr. No. They have had the Yankee Atomic Energy, 
that is true, and they have granted them an exemption. But that com 
pany has to go bac ‘k to SEC for additional approval. I understand 
it took several months before they reached a decision, although I 
don’t regard that as too much of an obstacle. But the presentation 
made here is that maybe you won't get Holley’s outfit to come into this 
field if that is going to be the case. Somewhere along the line you 
have to weigh these values. It is not an easy problem to solve. Natu- 
rally we are all interested in protecting the public interest and we are 
all interested in the consumer and the small investor. The question 
before us is how do we best do it? Do we do it by tightening up the 
regulations here, or is it better to do it by loosening up the regulations 
a little bit in some respects ¢ 

Mr. Grauu. I think our reaction has had to be to the language of 

2643, which goes way beyond demonstration plants. It legislates 
for an industry which is not yet in existence. 

Senator Pasrorr. Your argument is that these people ought to go 
before the SEC and if they don’t make out, then came back here ? 

Mr. Gran. If they had done this, it certainly would have clarified 
the question. My answer would be “ Yes.” 

With respect to this prob lem and having listened to Mr. Holley in 
particular, | appreciate that it is a problem. I would like to modify 
my remarks to the extent of saying that we would like to give consid 


er ation to the type of provision which AEC suggested this morning 
this is a different type of provision than we a COnBIATON before 
ang perhaps file a statement or letter with you as SOON as Wwe can. 


‘nator Pastore. We would appreciate that very very aa \s 
this develops both sides begin to see a little bi of the oa tance of 
the argument of the other side. Tam very hap # to = ‘that even 
you see some merit in some of the suggestions made by “A EC that 
there ought to be some consideration because of the unusual type of 
ictivity that we are talking about. 

Mr. Grau. Yes, sir. Our Association doesn’t automatically as 
ume that everything AEC says is wrong. We are quite open to 
Suggestions. 

Senator Pasrore. Thank you very very much. 

Mr. Grau. I would like to comment also on section 5 of S. 26483, 
since this atfects some of our membership. 

Section 5 of the bill provides, in brief, that an electric power com 
pany shall not be considered a holding company under the Holding 








mipany Act b ise of ownership or control of LO percent or more 

Y securities of power company engaged solely in the 

reneration and tral ‘ ot powel ror wholesale supply to th 

( powel ystenis, nad hich meet certain other minimal] 
al 


} 


Unlike section 4, which related to the new industry of atomic power, 


on proposes to free from etfective regulation a potentially 

giant seoment of the e1 private electric uuility industry. Coupled 

if v7 oO ey a ould wehieve part eulay freedom for the atom 
wal ied 

Th proy <3 4) appal tly deslo ed to give blanket and self-exe 

iting exemption to a ne private ¥ iolesale power supply pattern, 


i Wilt 1) thie roreru hel ire the Oh 0 V: alley J “leetri Jog Electric 
Kneroyv Inc. and the Miss pi Valley Generating a ( Dixon- 


} 
} I 
I s + 


This may well be a most effective and efhicient pattern for the pro- 


on and holesals f low-cost power, but why should such 
large col nations be given blanket exemption from holding company 
eg ition 7 
Senator Pasrore. How would you feel if that activity were under 
the jurisdiction of the Federal Power Commission’ Would you be 
ist An trong! opposed to if 
Mr. Graut. As T understand it, the Federal Power regulation does 
vot extend to all of the facets that the SEC regulation does. The 


Federal Power Act provides for a virtual elimination of duplication 
eulation is concerned 
In other words. I don’t understand why it is desired to take th 

tvpe of combination out from under the Publie Utility Holding Co 
pany Act I can understand why people don’t like the burden of 


regulation, but this alone is hardly a reason for exemption. I an 
sure that this is not the purpose of the bill. 

Senator P-ASTORI There is this to be said. and | would like to pro 
voke youl thinking On This point: Ifa company Is already under the 
Public Utihty Holding Company Act, section 5 does not relieve then 
ot that The mere fact that they vet into this added feature means 
that the added feature does not come under the act. But there are 


certain public utility companies whi ich do not fall under the act. And 

if they partic ipated in this, together with certain companies that did 
fall Wn der the act. then they would, come under the act only because 
of their participation in this new company. 

Mr. Grain. Yes, sir. 

Senator Pastore. That is their « bre tion to it. They say we have 
been relieved of this, we don’t want to be under it, we haven’t been 
under it. and we don’t think we should be under it only because we 
vet into this new phas ; 

Mr. Grant. What is so different about the new phase ? 

Senator Pastore. Possibly because if you have six different com 
panies that have different types of accounting and different holdings 
that don’t fall under section 11, they would have to revise their whole 
accounting system if they were to come under the act. That might 


discourage them from getting into this new project. At least that is 


in argument that is being made. 
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Mr. Granz. This may be difficult. But [ would think that regula 
on would he rather difficult of a combination of companies, all of 
vhich had different accounting systems. Does the regulatory agwency 
un into problems? I don’t know. 

Senator Pasrore. ‘Their contention is that it might disk ourage the) 
from getting into this participation, only because of the burdens that 
might he added upon them by ch angeMe th ieir whole svstem otf account 
ng or complying with the standards of the Public Utility Tlolding 
Company Act, under which they do not now come. That is the 
irgument. JTlow substantial that is, I am hoping will be developed 
for the record as we progress with our hearings. 

Mr. Grant. It is not clear from the bill why this legislation is 
lesired. Section 2 of S. 2643 states — in favor of developing 
n ever-increasing supply of low-cost power, use of Federal regulatory 
power fo stimul; ite investment mn fac Vitioe for the production oT 
electric energy from all sources of power, and avoidance of unneces 

duplication of Federal regulation in respect to the investment 
power produce ino facilities. 

These are admirable purposes, but it does not appear that this bill 

ould help to achieve them. How, for example, does section 5 give 
assurance that an ever-increasing supply of low cost power will be de 
elk ped ? It seems most doubtful | th: it less regulation will O1Vve TISe 
to results quite different than it did in this same industry in its earlier 
vears. I doubt also that it can be shown that Federal regulation has 
discouraged investment in power producing facilities. Quite the cor 
trarv has been true. 

Beneficial effects on industry of Holding ¢ ‘company Act: The report 
of June 3, 1952, of the Securities and Exchange Commission to the 
Senate Subecmmittee on Monopoly of the Select Committee on Small 
Business shows that regulation under the Hol ie Company Act has 
had the very same beneficial effects which S. 2643 would seek to 
ihieve by reducing or eliminating regulation. 

The report has this to say about the impact of the Holding Con 
pany Act upon the electric utility industry: 

Many factors have contributed to the growth and expansion of the utility in 
dustry over the past 15-year period * * Nevertheless, the extensive program of 
development which has been carried forward must be viewed against the back 
ground of the Holding Company Act and its broad impact upon the industry 
As a result of the divestment and simplification programs, most of the induesth 
is once again being operated at a local level through independent operating 
companies or regional holding company systems; investors can now purchas 
with confidence the equity securities of soundly financed companies which ars 
subject to effective State regulation 

** * The electric industry, for example, has been Se ee by continu 
ous growth since its inception, but the rate of increase in capital additions 
operating revenues, and ene rey production within ie past 6 years has reached 
phenomenal proportions 

Total revenues from ultimate consumers increased from $1,912 million in 
1935 to an estimated $5,640 million in 1951 * * *, 

While the industry has been undergoing this expansion, consumers have als¢ 
benefited * * *, 

The report includes a table showing cost reductions ranging from 
19 to 24 percent in weighted average bills for residential service dur- 
ing the neriod 1935 to 1951. 

This decline in costs, the report savs, while due in part to intelli 
gent management, State regulation and technological improvement, 
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al le in significant Measure to the economies of the Holding Company Act 

which has reduced the cost of capital in an industry where capital is a major 

element of cost, eliminated fictional items from the property accounts which are 

the basis of rates, and removed the pressures of the holding company toward 
sound financial practices and excessive charges. 

We believe that Improvement in Federal regulation is possible, but 
the SEC report, when coupled with the voluminous record of hold 
ing-company abuses in the days of no effective regulation, hardly 
suggests that the way to improve is to reduce drastically the degree of 
regulation. At the least, it underscores the need for a thorouch doen 
mentation of the specific ways in which section 5 of S. 2643 would 
lead toward a more effective realization of the purposes stated in 
section v2. 

Section 5 proposed to eliminate nonexistent duplication : The bill 
proposes to avoid “unnecessary duplication of Federal regulation 
with respect to the investment in such (electric energy production ) 
farilities” Presumably, this purpose is to be met by the last clause 
of the amendment eae by section 5. 

Ilowever, it is not clear that any significant unnecessary duphiea 
tion now exists. Section 6 (b) of the Holding C ompany Act provide 
in part that the Securities and Exchange Commission: 


subject to such terms or conditions as it deems appropriate in the public in 
terest or for the protection of investors or consumers, shall exempt from the 
provisions of subsection (a) (which requires SEC review and approval) the 
ssue or sale of any security by any subsidiary company of a registered holding 
ynpany, if the issue and sale of such security are solely for the purpose of 
financing the business of such subsidiary company and have been expressly 
thorized by the commission of tl e State in which such subsidiary company is 


organized and doing business * 


The Federal regulati ion of the sale of securities of interstate hold- 
he companies has been regarded as proper ever since the Federal 
Trade Commission investigation disclosed the extent to which certain 
of the large interstate holding companies had succeeded in largely 
frustrating effective State regulation. 

As regards Federal regulation of securities, it is our understanding 
that duplication between the Federal Power Commission and the 
Securities and Exchange Commission is eliminated by section 318 
of the Federal Power Act. 

We do not know what is meant by the reference to unnecessary du 
plication of Federal regulation ot hol ling company securities and 

iogest that the committee request the propone nts of the bill to ex- 
plain in what respects unnecessary duplication exists and how it has 
heen harmf ‘ul to the public interest. 


S. 2648 would exe mipt Pacific Northwest Power (¢ . project. One 
known project which — ve affected by section 5 IS a propo sed 
power project in the Pacific Northwest, where the Washington Water 
Power Corp., Portland ( beeen Klectric Co., Pacific Power and Light 
Co.. (a Maine corporation), and the Montana Power Co. (a New 


Jel sey corporation ) have created a hew Col poration, the Pacific North- 
west Power Co. The latter has applied to the Federal Power Com- 
mission for licenses for two large hydro sites on the Snake River. The 
hearings held last September by the Senate Antitrust and Monopoly 
Stbcommittee of the Senate Committee on the Judiciary developed 
considerable evidence that Ebasco Services, Inc., a wholly owned sub- 
sidiary of Electric Bond and Share, also was active in the formation 


Le A. Cee 
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of this new corporation. Electric Bond and Share is a New York 
company. 

Under the Holding Company Act, it appears that the four corpo- 

ations which have created this new subsidiary would be classified as 
be ling companies, but the enactment of S. 2645 would automatically 
exempt them. We are aware of no reason for exe mpting from hol line 

ompany regulation such a large aggregation of cor por: ations, several 
of them Eastern firms engaging in power production in the Far West. 
This type of combination would seem to call particularly for very 
areful examination by the SEC to assure that it meets the standards 
ind fulfills the purposes of the Holding Company Act. 

The findings of the September antitrust hearings indicate that this 
_— ation is an impressive example of why the Hok ling Company 

should be strengthened rather than weakened. 

“Weed for more effective regulation of the private power industry. 
Phere recently have been several indications that the public inte rest 
would be better served by more effective Federal regulation of the 
electric utility industry. 

For example, in the course of hearings last September on the pro- 
posed merger of the Washington Water Power Co., and the Puget 
Sound Power and Light Co., Senator O° Mahoney observed to one of 
the witnesses that- 

You knew there was a great mystery which the small investors of the United 
Stutes kad never been able to penetrate until the Federal Trade Commission, 
under the motion and resolution of the late Senator Thomas Walsh, of Montana, 
ind the Banking and Currency Committee in 19338 conducted their respective 
nvestigations ; that that mystery involved the manner in which the business of 
stockholders was being conducted by the manipulators of stock in the Wall 
Street market. 

Now we have a picture presented here by the testimony of the investment 
bankers and their attorney which indicates that the same mystery is developing 
ifaln. 

Other indications are furnished by a report on Monopoly in the 
Power Industry issued during the 8: AC ongress from a subcommittee 
of the Senate Judiciary Committee. The report states that— 


ve find ample evidence to support the conclusion that private monopoly in the 
power business has reverted to many of these practices. 


The subcommittee had reference to— 
practices in the utility industry exposed by the Federal Trade Commission 
nvestigation. 

Our association therefore urges that Congress seek ways to make 
regulation more effectively protect and further the public interest, 
rather than enact legislation to weaken and dilute it. 

On behalf of the American Public Power Association, I would like 
to express our appreciation for this opportunity to present our views 
on this highly important legisl: ia 

Senator Pastore. I do hope, sir—I don’t know if you intend to do 
this, but it might be, Mr. Grahl, very interesting for you to follow the 
testimony of Mr. Kuykendall who will be here tomorrow. 

Mr. Grau. Yes, sir, I intend to be here. 

Senator Pastore. We will see how that develops. As I said before, 
we are interested in developing a complete record here and hearing 
all sides of the question. I want to thank you again. 

Mr. Grant, Thank you, sir. 

Senator Pastore. Mr. Robert E. Ginna. 
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STATFMENT OF ROBERT E. GINNA, EXECUTIVE VICE PRESIDENT, 
ROCHESTER GAS & ELECTRIC CORP., ROCHESTER, N. Y. 


Mr. Ginna. My name is Robert E. Ginna. I am director of the 
Atomic Power Development Associates, Inec., a non profit research 
company, founded to investigate the problems involved in) the venera 
tion of electric power from nuclear fission. This project is supported 
by 43 utility and industrial companies. Over one-third of the electric 
power facilities of the Unied States are represented in this researc} 
project. 

I am also a trustee of Power Reactor Development Co., a member 
ship corporation consisting of 26 utility and industrial. companies 
The function of this company is to test commercially the laboratory 
results obtained by the Atomi ‘ Power Development Associates, Inc 

As the executive vice preside nt of Rochester Gas and Electric C orp. 

[ represent my company and its participation in these cooper ative 
ventures for research al d dle ve lopme nit of commerce rr | electric power 
from avon i energy. | alii also a me mber of the Armed Ie orces Ad 
visory Committee. 

| appear here today iN} support of the bill, a Y64 3. sponsored b\ 
Senator Pastore and Senator Potter to amend the Public Ut bility 
Holding Company Act of 1935. My particular interest in this bill i 
that it will permit the Rochester Gas and Electric Corp. to continue 
its participation in the cooperative research programs I have men- 
tioned, without regulation as a holding company under the Publi 
Utility Holding Company Act 

Failure of this bill jeopardizes the cor — partic Ipat ion of many 
int le pe nde nt compani s in efforts to obtai commercial power from 
atomie ene rey. 

Increasing demands for power challenge our ability and we believe 
that we have an ob] vation to our customers to seek new methods for 
producing r ele iric power at lower cost. We believe that the atomic 
power reactor ie s one of the greatest hopes for the future in ful 
filling o uk ligation. Yet, the complexity and cost of this research is 
so great that my company could not hope to support such a project by 
its a 

We e sougi ht. the re fore. to cooper: ate with other utility and in 
dust he pata inies by contributing what to us is a large sum of money, 
TO this cooper: it} ve pl 0 ject. Now. I understand that the industrial 
companies with which we are associated will be compelled to with- 
draw their support if they are not assured of a statutory exemption 


under this act. Their decision is inescapable, it seems to me. These 
industrial companies are not in the business of producing and dis- 
tributing electric energy. They are, however, vitally necessary for the 


manufacture of the equipment and parts which will he required to 
produce the power reactor. 

They should not be expected to subject themselves to regulation of 
the Public Utility Hol a Company Act which was neither intended 
nor designed to apply to industrial « companies. Whether or not an 
exempt ion is to be granted is up to the Securities and Exchange Com 
mission walk: it must be borne in mind that commissions change. Even 
if such an industrial company was successful in securing an exemption 
from the Commission, the possibility of a revocation of that d'scre- 
tionary exemption after large financial resources had been committed 
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esel! il business hazard Which ho industrial COoncerh should be 


Senator Pasrore. How serious is that to you! Do you act iilly 
elieve that a hew colnilssion would arbitrarily revoke all acbloh Dy 
previous commission’ Is that a substantial apprehension, o1 

itan argument tor rhetoric ¢ 
Mr. Ginna. | have been in the public utility business almost 35 year 
| have hada lot of experience With Commissions and they have changed 
elr minds at times. L am not sugvesting here that every exeinption 
iid be revoked. I am not that silly. but there is that possibility, 
it what IL would like to say to you, Mr. Chairman, is that i have 
een associated with Mr. Cisler in this project in Michigan since its 
Hine. | have been serving asa meniber ot the finance group lo 
se the money for the full scale reactor. And I have gone more 
fess fron doo to door to raise this 825,000,000. I have been to 
anking mstitutions to get the rest of the money. 
ihe mdustrial COmMpahles that are associated with us in the project 
ive made it very clear to us that they don't see any necessity to put 
ny money into a full-scale reactor if they are going to be involved 
the tloiding Company Act. They say so. And their counsel have 
ivised them not to get mixed up in it. So we are going 
ancial support. 
Andas I will bring out later, if we lose it I don’t know where we are 
olng to get other people to put up the money that we W Ul dack. And 
ink if you will bear with me L will try to bring out our problem. 
Senator Pasrorr. Yes, certainly. 


to lose the 


a Se . ek 
Mr. Ginna. if the industrial cohipanies withdraw irom this pro] 
t, there is little hope that the remaining utilities could assembie 


ther the technical knowledve or the financial strength LO Carry it all 
themselves. Iven if replacements could be found for the con 
tributed funds which would be lost, Ll am not sure that the remaining 
itilities would be willing to risk their present exempt status under 
he Llolding Company Act. 
My OWh COMpany certainly feels that Way. Although I hesitate 
lake so strong a statment, 1 would be less than candid with this 


miniiitee if 1 did not thus express Our very deep convictions for the 
ecessity and desirability of this bill. Being already fully regulated 


ry tne New York Public Service Commission, it is our decision to 
emalh an independent Ope rating utility and be unencumbered by 
ivther regulation of the Holding C OMlpaly Act. 


We have come through the e Xperience ot be Ing part of at — two 
| ding compan, y systems and are thoroughly familiar with the attend 


i 
t financial and regulatory problems that are associated with our 
ing a subsidiary of those holding company systems. 

All this was put behin . us When we were divested from the Genera 


1 


Public Utilities Corp., by the Securities and Exchange Commission 


rder of 1949, anes we enjoy the confidence of about J tOOO com 
on stockholders seattered throughout this country and abrond. We 
not seek to criticize or interfere with the basic responsibilities o 

] 

i 


Securities and Exchange Commission under the Public Utility 


Iding Company Act. Kar be it. The amendments under d us 
m will preserve all the powers of the Securities and Exchange Com 

1 to deal with any type of situation which the Holdin yr Com 
l Yet was intended to cover. None OL US IN the hiahagement of 
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idepe) dent operating utilities have any desire to recreate the prot 
lems precedent to the passage of the act. We do have serious ob 
jection and diffi ulty Lyk eve epting as a solution to our immediate prot 
lem to advance this atomic program, an exemption under the Holdit 
Company _ by the Securities and Exchange Commission, whi 
even though iNingly eranted, would still be discretionary in char 
acter and sighs well be cranted with eXCesslve and burdenso1 
conditions 

A discretionary exemption is not sufficient. The Rochester Gas ¢ 
Klectric Corp. serves an important New York State area consisting 
of over HOO .000 people. Rochester IS well] known for its many industri 
essential to the national defense and, with its optical, photogaaphic. 
and electronic fer Ni the facilities, it has often been called 


“eves and ears” of American defense. 

My company sup yphes electric energy, gas, and steam requirement 
to thi important industrial area. Bei ing a franchised public utility 
we are closely regulated. The Public Service Commission of New 
York State determines whether my company shall live, on what con 
ditions it shall exist, and the price which must be paid for its con 
tinued existence. 

It is proper that we should be reoul; ited and I can assure you that 
the Public Service Commission of New York is completely ‘effectivi 


and most diligent in the exercise of its regulatory powers. The mei 
have been assigned by the New York commission to supervise thi 
operations of my company, and these men sit in our offices in Rocheste | 
every working day carrying out a day-to-day job of regulation cove 
ing our operations, rates, financing, and customer service. Our 
objection to the present Holding Compay Act is the double regulation 
which will result if this act is not amended, as now proposed, to permit 
this program. 

Regulation by the New York Public Service Commission is one of 
the conditions we must assume in doing business as a public utility 
in New York State. It is one of the necessities of New York Stat: 
law and has been for a long time. It is not necessary, however, that 
my company undertake the hazard and expense of regulation as a 
holding company under this act. We can withdraw from these pro} 
ects for research and development in atomic energy. We can continu 
to expand our generating capacity along traditional and conventional 
lines and hone that the day of feasible and economic atomic powel 
will not find us technically obsolete. 

Obviously, this is not our desire. We would be shirking our re 
sponsibility. But without the relief afforded by this amendment we 
will have to be content with pursuit of this less- promising approach. 
The alternative of regulation as a holding company creates too man) 
financial and corporate complications. 

The Public Utility Holding Company Act was designed to force 
the reorganization of this country’s public utility industry. As - 
reorganization has been effected, the circumstances which existed 1 
1935 have disappeared. My company was regulated under the act a 
the subsidiary of a holding company. I myself participated in th 
protracted ssullaeieihh and hearimes which resulted in the final in 
de pe ndence of the company from jurisdiction of the Holding Com 
pany Act and have no desire to relive that history. 
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It we were now to become i holding company under this 4 fog 
rere declared ill affiliate and | should like to pause he re and point 
out, senator, and it hasn’t been brouelit out, as I have listened to t! 
testimony. that the vardstiel that determines whether we vet In unele 
the act or not IS not solely the question of ownership 
As Mr. Cisler explaied. our reactor project Sao member corpo 
Ol. I have an equal vote with others who perhaps put in n 
ey I. We are acting in concert. As lou tand the a 
e are acting that wa We Ca ll be declared affihates and broug 
under the act by an order of the Commission. So if that should 
ippen it would again put the financial structure and organization 
( f tl e Rochester collpany Ww der control of the Securities and Ex 


inge Com) MSSION In accoradnnce witl the terms of the Hloldn Yr (or 


.; wou 1 1] ike to explain my concern with regard to the possil 
pon the corporate organization of the Rochester company — 


le e {Tex { 


rom measures which the Securities and Exchanee Commission @ Ese 
ek to impose under the Hold Ine Company Lct \s | have met? 


ma le clear by a statutory exe mption “aie we are com) let fre 


tio} ed, Rochester (qas & Keleetrie ( Ory. operates al electric, was, al (| 
business. Under the integration sections of the Publi 
tility ‘Woktne Company \et the Commission has traditionally 
posed the combination of any of those three areas of public utility 


ream | aAtInNe 


operation under one corporate roof. 

Indeed, they reassess that ver view now on page 16 of their meni 
randum which they have submitted to your committee in op Post 10 
to this very bill. and the »V seek to ack | weloht to their view by mentior 
ing that it has heen sustained by the courts. IT remembe1 _ clearly 
the discussions and arguments in which I partie ipated when Rochester 
Gas & Electric Corp., as a subsidiary of a holding company, was seek 
ne independence from this act. At that time the Commission felt 


that our gas and electric operations should be separated, and it was 
only after extended testimony—and I was on the stand for many, many 
days, and lots of argument—that we came out from under the act with 
our corporate financial structure and operating — intact. We 
were fortunate to emerge thus from the regulation of this act, and I 
believe that the result was unquestionably in the best interests of o1 
operation under 1 corporate roof. 

Senator Pasrore. Are you afraid if you come under it again they 
may raise that question again ¢ 

Mr. Ginna. They say so in their memorandum. I don’t know what 
they are going to do and ] don’t want to take the chance. 

Senator Pasrorr. I just wanted it on the record. 

Mr. Ginna. Asa matter of fact, the representative of the SEC, who 
is in the room, is the man who examined me for days. So he knows 
all about it. 

It is now suggested that we should be satisfied to commit substantial 
sums of money and undertake long-term obligations for the possibk 
development of economic power from atomic energy, all in reliance 
upon the receipt of a discretionary and conditional exemption unde 
he Holding C ompany Act. 

I would like to point out here, Mr. Chairman, that of the 26 con 
panies that are in the reactor project, six of them are combination ga 








| ! ve] CS. { \ ( ( | ! i Cit A I 
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&4 ] t ils | | tee \ exempt 

Lid Oke } rey ould leave | Un ubhten 
\ \ Ou CO} Vile | niu not be ov rlo 
t e very ess of experimental atomic energy projects of « 

( e] il l Ls) bie L1't ( Oull abl wy 
! { best pe il) re ent if Mui pel l, { 
le e. by rules ly | ele eC] } ( | to be ippl ible to expe 
il and developmental projects of suc] vonitude. 

The alternatives presented by this bill: The question involved 
{hese amendments whether the objective ot this country’s publi 
tility industry are going to be the limited ones permitted by rel 
vely small independent operations or whether they will be the great 
oprect es hi h ( een pos ible mde 1jJOI cooperative effort 


Iw hnty years ago many ul lity companies \ hich were unrelated in 
phy | ind operat ~w” sense were conne ted togethe fit anclally 
their ownership and control. Vith such an arrangement, control b 
the various State regulatory agencies was apparently not worki 
ind not etlective and thi nterests of the consumer a dl the investo} 
were not adequ itely protected. 


The Publ Cc Utility Holdin er Company Act Was passed to correct 


this situation and has resulted in a public-utility industry consisting 
f cre ds of ind pel dent, unrelated companies e ich cenerating and 
distributing power in a relatively small geographical area. 
I do not criticize this result. I only seek to point out that there 
difference between the structure of the public-utility industry today 


ind that of other basic American industries. 
Typically in our country, the largest percentage of the business 

ny held is divided among a relatively few companies, as in the ease of 
mie tals, automobiles, chemi als, and most other basic industries. Due 
to their size these corporatiol S are able to undertake CO tly develop 
ment research programs by themselves in order to reduce the cost of 
the goods they manufacture. Financially they are able to enter upon 
extensive research programs and billions of dollars are spent annually 
for such research. It has been said that the competition of the labora- 
tory will determine the success or failure of any particular industry. 
But the iverage public utility is not able to undertake research and 
development programs of Sut h magnitude. Asa consequence, we in 
the public-utility industry are continually pressed to keep pace with 
\merican industry generally and maintain our position of technical 
superiority in relation to the other countries of the world. 

In New York State alone it is predicted that during the next 10 


vears the present generat 


ting facilities in our State will have to be 


loubled in order to meet the growing demands of our electric custom- 
ers. Increasing the size of generating units Is one real opportunity 


for dec reasinge the cost ot electric power to our eustomers, As an 


pet iting man, I know th il practical considerations frequently pro 
hibit the installation of any generating unit with a capacity greater 
han 25 percent of the total capacity of the particular electric system 


Ived. First, the reliability of service must be maintained and it 
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ould be impractical to maintain standby “spinning” reserves equiy 
nt to more than 2d percent of generating « apacity on any articular 
tem. Secondly, financial considerations would prohibit larger 


since a oT wing electric it " not atford tO pay the « arry- 


( —- a unit which would not » fully utilized or londed for 
extendec | period. In spite of these operational ana | inancial lim 


ons, the technical demands for lower cost gener ition still require 
e largest possible units. 

(our ability to meet the demand for more and cheaper power must 
<0 be improved through research, Ilere we bel eve that the use of 
w fuel provides the most attractive possibility. My company is 
ared to spend what to us is a large sum of money so that we m: Ly 
‘pate in this work, but the amount we can afford to contribute is 

I] compared with the sums required for the ] job. 
{| would lke to pause here and point out something which I think 
ld have oreat welght to this committee in conside Ine this matter. 
\s | dl sure the chairman knows, the Consolidated Kedison Ca. of 


New York has applied for a licen se to buile la large-scale reactor on the 
Hudson River. They are the largest public utility company in the 
ld. that is, electric company, They have the financial resources 
LO the road themselves. They didn't need us to YO in with them. 

I vy are doing it themselves. There are millions of Rak son 1! Nev 
) k City, as customers of the ¢ Consolidated Edison C Now, here is 
diculous situation that we are confronted with. gs we are 
tively small ee he scorer ses Ie clison (0: is LO times the size of 


Rochester Co. » have to jol nh up 1 with somebody else. But the 
y thing that they are creating In New York City will be exempt 
rom the P ublie U tility Holding Company Act because it Is being 
e by one company. But it is the same situation. 
Senator Pasrore. If that one company owns it outright, ves. But 
t establishes a new company 
Mr. Ginna. It will do it itself. The reactor will be owned by the 
onsolidated Edison Co. But the only reason Tam in a project in 
M higan is because I can’t afford to do it in Rochester. We know 
e only way to get the know-how will be to build a full-size one. We 
‘t need to build a lot of them to get the know-how. We will build 
ne. We went in with 25 other companies to build it and to vet the 
how how. 


\ttractive as we believe this research to be, we are not prepared to 

ntinue our participation in this program if it means that we will 
tye subjected to the hazard and expense of regulation as a holding 

mpany 

Senator Pasrore. Before you go any further, Mr. Ginna, I have 


een told here that the ¢ Consolidated edison is a holding COMPANY, 
d they have an exemption. 
Mr. Ginna. I have an exemption, too. But the participation mn 


s has no bearing or relation as to why T have an exemption. Mr. 


I edman knows that. I should like to point this out to vou, Senator, 
Mr. Cisler brought out: My company is part ticipatin rin two 

nos here. We are in the research company which eae involve 
withthe Publie Utility Hol ine C ompany Act. That is the Atomie 


Development Associ lates. I have men full time in the 


il Yroup 
i 


Detroit an wl we are vetting the experience and know how of that 


th ’ ob 1S 
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study. But that is all on paper. The rest of the job is to actual], 
build something, to get in what we call the plumbing, to have people 
build it and then operate it and see what happens. 

| iA have to get into that project. But we joined up to aid th 
progress of the art. We joined up so as to create this reactor. Thy 
Govern ime nt has been asking us to do it ourselves. Well, my board 


sald oO A a don't vet involved with the Publie Utility Holdir 
& ompany ee but ip to that point you can give $600,000 to th 


projet ct out an But I am not going to be in the reactor progratr 
if I am going to become s ubj ect to the Public Utility Hol ling C 
pany Act. I will stay in the other group and eet what know-how 
can out of the paper work. 

My oo can continue to serve its customers as it has in 


pa t. We 1] crease our Capac ity by tr act ion: il means and 

within the limit: ations of our inde pende nt tinancial ability. We ¢ 
forego attractive projects for research and development in atom 
energy. The result of this limited approach will not olive our custo! 


ers electric power at the low cost which now seems to be within oO 
grasp by harnessing the atom to do the job. This limited approacl 
is not a progressive attitude and will not provide the maximum ben: 
fits to our customers and, most of all, to our country. 

The whole argument comes down to whether the abuses of 1935 ar 
to haunt us still and prevent the development of this great sie 
industry. Cert: slike no one can se riously maintain that “the : act was 
intended to be a “str: aitjacket” for all time and with no flexibility, 
however justified, to meet the needs of our country’s future develop 
ment. We are at a point where it now seems possible to provide 
greater supplies of electric power at lower cost and to do it with 
private investment under reoul: ation by State agencies. These amend 
ments are needed to do that job. The question then is whether the 
greater good will be served by permitting cooperative effort among 
utilities in the development of those possibilities now within om 
grasp, or whether our country will be better served by reliving history 
in obedience to the experience of some years ago, and that has been 
corrected. 

In conclusion I wish to state emphi itically that we do not seek any 
financial returns from the operation of these experiment: al reactor 
projects. We are merely searching for the “know-how” that as indi 
vidual companies we could not possibly afford to acquire. It is ay 
through cooperation and teamwork that we can muster an organiz 
tion capable of meeting this challenge. Only through such an organi 
zation can the public utility industry meet the goals set forth by 
Congress when it passed the Atomic Energy Act of 1954. Last week 
I participated in a great scientific conference at the University of 
Rochester. We had three Russians present. I had a very interesting 
discussion with those Russians. I found out quite a little bit about 
how far ahead of us they are. But most of all, something that con 
cerns me greatly because I am a regent of a college, is that they are 
eraduating twice as many engineers as we are in this country. And 
we have a great and alarming shortage of engineers. So we have that 
problem. Now how in the world are we going to do it unless we 
croup together and get the scientific know-how to build these full-scale 
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renctors that we have to have TO find out whether we ean do the job 
suecessfully. 

If we as a nation are to maintain our technological and economic 
idvantage in the world today we must avail ourselves of every oppor- 

nitv to promote the peaceful use of atomic energy. 

Last vear I was in Europe, and I am familiar with what is going 
on 1n England. I direct the attention of the chairman to the Finan 

al Times of April 9 published in London, which is the most magnifi 
cent spread of just what England is doing, and how progressive they 
ur 

In conclusion, Mr. Chairman, I want to express my very sincere 
thanks for being heard on this very important matter, IT am known 
n the power industry as an enthusiast for harnessing the atom. | 
would like to stay in the Detroit Reactor project, that IS, My com 
pany. But, I do have a legal problem here which can only be solved 
for me by passing this tate Si ht which W ill hot make me subject to 
the Pubhe Utility Holding Company Act. 

In a discussion that I had with the staff of the SEC they raised 

stion about if we could give them some picture of how the reactor 
wot a be se pare ated from what might be — by the Detroit Edison 
Co. I don’t have a lot of copies of this, but I did give Mr. Murphy 
ufficient copies for the benefit of the committee. I think it brings 
out a little clearly what Mr. Cisler explained when he was talking 
about our model. 

Senator Pastore. 1 would like to have that photograph in the ree 
ord if it is possible. 

Mr. Ginna. We could reproduce this in black and white for the 
record. I would be very glad to send one down which would be in 
black and white. We have the plate. 

Senator Pasrore. I realize that. Maybe it can be copied in black 
and white. Let us find out and if we can’t do it, then you can do it. 

(The diagram referred to above is in the official files of the com 
mittee. ) 

Mr. Ginna. In further reference to Mr. Cisler’s testimony, I was del 
egated by our group to discuss this whole subject with the Atomic 
Energy Commission staff, their counsel, and the head of their civilian 
application division, and at that time, in the course of the discussion, 
it came out that they wanted us to be expressed in black and white 
as to what our position was. 

Mr. Cisler referred to the fact that when we made our proposal to 
the Government, there was a condition about the exemption. But 
subsequent to that we wrote a letter to Admiral Strauss on January 
19. That letter also reaffirmed the position taken by the member com 
panies with respect to this matter of exemption. 

I don’t know whether you want to have this letter that was written 
tothe AEC in the record. 

Senator Pasrore. Yes, It will be made a part of the record at this 
point. 

(The letter is as follows:) 

JANUARY 19, 1956 
Adm. Lewis L. Strauss, 
United States Atomic Energy Commission, 
Washington 25, D. C. 

Dear ADMIRAL: The proposal made under date of March 30, 1955, on behalf 

of this company and others, was explicit in requiring a statutory exemption 
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ovisions of the Public Utility Holding Company Act as a conditior 


( | to the construction of a fast neutron breeder reactor. The pertinent 
language is as follows: “In making this proposal we assume and regard ss essen 
tial the following: (1) that neither the licensee corporation, nor any meiiber 
thereof or contributor thereto, will become subject to the Publie Utility Holding 
Company Act by reason of participation in this project ee 

Prior to making that offer, objective consideration was given to the making 
of an application to the Securities and Exchange Commission for an exemption 


pursuant to the Public Utility Holding Company Act and rules thereunder. Thi 


avenue was rejected because 


1. Any exemptic that might be granted by the Securities and Exchange 
Commission could not be regarded as having the stability of a statutory exemp 
tion 

2. Any application for an exemption would mean extensive and protracted 


} 


hearings that neither the utility companies nor the industrial companies should 
be as 1 to submit themselves to, when consideration is given to the fact that 
the situation deseribed in the company’s proposal to your Colmission is ad 
mittedly one that could not possibly have been contemplated by the Congress in 
the enactment of the Public Utility Holding Company Act: 

No industrial company generating a part of its own electric power is willing 
to submit itself to inquiry and regulation under the provisions of the Publi 
Utility Holding Company Act, and neither should it be called upon to do so 

t. Any prior assurance that an exemption would be granted upon application 


to the Securities and Exchange Commission establishes clearly the fact that 





there is no reason for withholding approval of a statutory exemption 
» Th ig together of companies for the purpose of advancing a scientific 
entul the issuance of any public securities was never intended by the 


Congress to afford the grounds for asserting jurisdiction under the Public Utility 
Holding Company Act and, therefore, should not now be required to submit them 





wancial structures to the jurisdiction of the Securities and 
Exchange Commission under the provisions of that act, whether they be indi 

tility companies or industrial enterprises 
should be kept in mind that the proposed legislation will not remove from 
ie jurisdiction of the Securities and Exchange Commission any utility company 
or companies now subject to the provisions of that act, and that the original 
se and objectives of the act would remain unaffected by the proposed 


I respectfully urge that time is of the essence in expediting this matter. 
Very truly your 
THE Detrroir Epison Co., 
By , President 
Mr. Ginna. That concludes my remarks. I would be delighted to 
answer any further questions. 

Senator Pasrorre. Your statement was rather complete. We would 
be repeating a lot of the other eround that we have already covered. 
We want to thank you very, very much for your appearance. 

Mr. Ginna. Thank you very much. 

Senator Pasrorr. You exemplify in my humble opinion the kind 
of a figure we need in this program. 

Mr. Ginna. Thank vou, sir. 

Senator Pasrore. Our next witness is Mr. J. Frank Roberts. 


STATEMENT OF. J. FRANK ROBERTS, VICE PRESIDENT AND DIREC- 
TOR OF ENGINEERING, ALLIS-CHALMERS MANUFACTURING CO. 


Mr. Ronerrs. My name is J. F. Roberts, vice president and director 
of engineering, Allis-Chalmers Manufacturing Co... and a trustee of 
Power Reactor Development Co., a nonprofit corporation, organized 


l] der the laws of the State of Mic higan. 
Q()ther persons appearing eal lier at this he Wing will have described 


the hnonproht corporate purposes of Power Reactor Development Co. 
and the fact that a group of compani Ss, including electric utility com- 
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panies, manufacturers, and some contracting and engineering firms 
are banding’ together in an effort to raise by donation or contributions 
a suflicient amount of money lO design and build one or more exper 
mental plants. 

‘These plants W ill have for their purpose the onimine ot infor hiatllo 
and developing the art of venerathhge commercial electric power using 
nuclear energy as fuel. The first plant expected to cost something 1th 
excess of S40 million is not expected to be economical or show a profit 
from operations. 

Any balance left over at the end of each vea ratter pay in) Oo mare sn 
expenses shall be either spent in Improving and modifying the initial 
plant to make it more economical, or at the end of the research and 
development period, from 10 to 20 years, the residue including any 
property shall be donated to education or research institutions to 
further nuclear research. 


Allis-C halmers is a manufacturing concern, having its head oflice 


n Milwaukee, Wis., and is a manufacturer of two general types of 
equipment. One Is tractor equipment used either for agricultural, o1 
construction and earth MovVvInge purpose 5. The volume ot this busi- 


] 
t 


hess mm the past few years has been shehtly more than 50 percent of 

» total sales of the company. 

The other major line of business is heavy industry equipment. 
\pproximately two-thirds of this line of business deals with equip 
ment furnished to the power companies for the generation, controlling, 
ind transmission of electrical power, This equipment includes steam 

irbine prime movers and hydraulic turbine prime movers, with their 

rectly coupled electrical generators and the condensers, governors, 
valves, and control apparatus accompanying them; switchgear and 
switchboard equipment for handling and controlling electricity; trans 
formers for stepping the voltage up and down; circuit breakers for 
controlling and inte rrupting the current both at high and voltages; 

id centrifugal pumps and their driving motors used as auxiliary 
equipment for pumping cire = Ing water and boiler food water in 

team powerplants, as well as for industrial purposes wherever they 
are used in industry. 

The company also builds processing machinery for crushing and 
screening rock and minerals, cement-making equipment, including 
kilns and mills for grinding the cement, and some equipment for flour 
mills ana chemical processing. 

As one of the major builders of electrical generating equipment, 
Allis-Chalmers is naturally interested in the future of the power busi 
ness, where the power is going to come from, and what type ot equip 
ment will be used to generate it. 

In this country at the present time about 25 to 30 percent of the total 
power supply is gene ‘rated by waterpower. The balance is generated 
with heat from our fossil fuels—coal, oil, and gas—the greater part 
of this being in the form of steam generating plants where the fuel is 
burned under boilers. 

Our available supply of waterpower sites is limited and another 
20 years will probably see most of the amauta sites In the United 
States completely developed if we go ahead at the rate we have been 
going during the last few years. 

The total volume or tonnage of our fossil fuels is difficult to deter- 
mine exactly. It is true that new supplies are being discovered every 
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year. ‘The tremendous rate at which we are burning these fossil fuels 
indicates — of the present known reserves we may use up the eco- 
nomical or readily available supplies within the next 75 or 100 years. 

Other meth ods « f mining and utili Zing these fuels may prolong 
the supply. Nuclear ent rey olfers the most in our e ndeavor to extend 
the use of the fossil fuels, with many details still to be worked out 
before full utilization is possib Je. 

The cost to any individual company of doing all this deve lopm« 1 
and experimental work on its own would | we tremendous, if not im 
possible. One well knows by looking at the appropriations for thy 
Atomic Energy Commission that the amounts spent in different phases 
of atomic energy work require sums ot money not found in the 
treasury ot some of the lara st col porat lOnS, 

Realizing that there can be no such thing as a monopoly, and 1 
one firm can control all the know-how for the veneratin co of powe ! 


from nuclear energy, our company oladly accepted the Invitation 
of an informal group, now known as Power Reactor Development 
Co., to join with its members i the studies and experimental work 
to try to further nu “a power development. 

Present method of utilizing the energy from nuclear fission seems 


to favor the boiling be water and forming of steam under medium 

low pressures. It then passes through conventional or modified 
conventional steam turbines to produce electrici Cy) in the generally 
uccepted present met] od. 

Another S\ stem being considered in Kurope uses gas whichis heated 
in the reactor and either passes directly into a GAs turbine, or els 
is used to boil water, then using the steam in a steam turbine. 

In either method, equipment similar to that we now build and fur 

ised. However, mod 


nish to many of the power ce mM pan ies will be 1 
fications and the possibility of changes which might leave us “out 
i the cold” are Su thi ent ] i ns we feel. for W ishing to be close to 


he development of anv mi thod used to generate power from nuclear 
energy. 

As ‘mentioned before, the question of cost of generating power 1s 
Import int. (‘onventio} | DI iit \ ith readsol able cost fuel sup plies 
generate power at som thing under 1 cent per kilowatt-hour—a 
often discussed price being 7 mills per kilowatt-hour. It 1s probable 
that the first power to be generated by n le ‘ar energy may run severa! 

imes this amount. poss bly 5 to 10 times these values . though we hope 
for better results. 

This cost it is believed will be substantially reduced if the breeder 
type reactor can be ' ide practical. To us it seems feasible to ulti 
mately burn nearly 100 percent of the natural uranium instead of 
under 5 percent, which seems possible in a non-breeder thermal type 
reactor plant, thus getting ae sc it energy from a single charge. 

For reasons of basic economics, it appears that the core of a reactor 
should employ uranium which fe enriched in the fissionable com- 
ponent. While the amount of natural uranium available in this coun 
try or on this earth has not vet been determined, we know that the 
cost of mining, transporting, refining and enrichment in order to get 
out. most of the 0.7 of 1 percent of fissionable material contained i 
natural uranium is high. 

Therefore, if natural uranium can commercially be converted to 
plutonium in a breeder type reactor, there seems to us a much better 
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ossibility of competing with coal burning plants by means of nuclear 
wer. Hence our interest especially in the breeder type reactor, now 
ponsored by Power Reactor De velopment Co., which would reduce 
y over 95 ercent the amount of natural uranium required fora given 
beieete 
It has been pointed out that ou } partici ation in the proye > Mm oht 
ike us an affiliate, subject to the comptes ‘ated re ports and statistical 
ovisions of the Public U tility H ding r ( ompany Act. The act was 
lesigned to closely regulate and control the operations of utility 
ompanies when utilizing the corporate structures of subsidiary 
nies 
Our company is a manufacturing company, our interest in the 


project is that of a manufacturer and not of a utility company. For 


reason our participation in the project does not come within 

tent of the act. Accordingly, we feel that as a manufacturer we 

iid not be oblie cd to accepl the application of an act with pro 
designed for an entirely different purpose. 

s would si bjeect us to all of the requirements of reporti a and 


ine under this a ie and might ser1ously interfere with our 
peratior as a mal ufacturing company. Assu ming il (Commission 
<emption was granted, if would at best be subject to continual serut 
y. To answer mn juiries requires man-hours, and this increases costs 


we must hold down, if we a 


e to be competitive. 

business forbids that we refuse to 

ike this risk. If such a decision is enforced, we fear that there is 
5 danger that this project will not LO ahead. 

We have pointed out before that v Vy tew individual companies 1] 


} 
I 
] 
| 


Che distraction from our norma 


1 
ountry could afford the cost of an e ype rimental plant of this 
The group making up Power Reactor Dev lopment Co. wished 

indie this with very little help from the Federal Government. 

Ls a manufacturer and butiden “OL machinery for the gyeneration of 


{ } {} } ] . ] >] 9 
clty, We have joined in this effort in order to get the “know-how 


he knowledge and experience of such an experimental plant. 

\\ » wish to contribute to this develop hit kn OW ledge and sk I] 

ire posses ed by our people on these subj cts. We cannot attord 

build an experiment i plant of this type ourselves. Therefore, 

uive that special exe mption be Olveh to this group in the build 

if of this experimental plant. Otherwise, we fear that it will not 
YO ahead, 


Phe story simply told is this: Tha company will contribute money 
ha Manpower to Reactor Devel LOp Tne it Co. That research and de 
velopment COMpany will hot issue a sing ole “security,” however one 
ty define it. We will have but a single vote in electing its trustees 
St as will all other participants, recardless of whether they con 
pute upwards of $20 million . as will the Detroit Edison Co.. or 
s50,000 in the case of the smaller utilities. 
No member will or can have any proprietary interest in the assets 


5 


results of the research and development. Thus you have neither 
ontrol in any form, or the holding of any securities by anyone. In 
fact, Power Reactor Development Co. in condueting researc h and de- 
velopment is acting in furtherance of “public interest. 

The possibility of offending any “public interest” does not exist. 
Therefore, the question is, what “public interest” exists that would 
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equire the private dustrial company to si bject itself to the juris 
tion of the Se rities and Ex tn@e Commission under the Public 
Utilitv Holding Company Act? 1 do not know of any, and J resper 
| | ibmit there no reason or interest. 
Senator Pasrorre. Let me ask you this question, sir. ‘The argu 
ment was made here that what st industrial companies which do not 


y Holding Company Act would pre 


fer would be a statutory ¢ xemiptur Certain presentations were rhaysuce 
ere today, chiefly by the representative of the Atomic Energy Com 
on, Who felt that possibly such matter ought to still remain wit! 

e SEC on ad etionary basis, consultation with the AEC, and 

ought to be left to the ' ether or not certa exemptions should be 

wie, W 1 leads miu Oo TI question : Would vou be Opposed to 
ppl OY Tor exe Nh] [ }¢ der the law ita proper prese tation result 

Gg exemiptiol ( L be brit rely l formality of pre entation / 

Or do vou take the pe t10 that unless this bill is passed vou A 
PONE Pet do lepi Ne t ¢ 

Mh \ ERTS. We ave Ot Ve come to t] il fit il dee] ion, Set ite 
But we uld consider it vei rious] 

But would the fact that we pply for an exemption admit that we 

( ] Pie 1] dey 4 / 

Senator Pasrorr. That i question that vou raise, and that is a 

t Iam going to have explored and researched. 1 want 
hat to come from an authoritative source. Whether the mere fact 
that a company like yours, in applying for an exemption, automatically 
puts you under the <1 pers mn of the SEC or does it leave you exactly 
is vou are now if vour pet C10 eranted is a question that Vou raise 

Mir. Roverrs. Yes 

Senator Pasrori | | pose that question to the members of the 
Peace. After all. I i} ! 10 Hosition to foretell whit the (‘ongress 
of the United States roing to lo. You have raised a VOL Ys VOrY 
mporta tanesti t it dasturb me to no end, be vuse [am very miwueh 
terested in section 4 of t hil] 

[am very much concerned with this whole project getting off the 
rround md desire that ometh ne be done tbout t yecressively, I am 


very, very mitieh refreshed by the attitude and enthusiasm on the part 
of pris ite nadlustyy to do all that they possibly Can. The faet that 
hey have pan ted up certa noft ese obstacles of oOurse hould provoke 
our thinking, too, t} nattel 

I think we should consider all of the phases of the issue. Tam very 
much concer ed Wn What vou ittitude Is. You want to know whether 
f you are granted an exemption you will be left exactly as you were 
b vg fore vol ipplied toSkc., 

Isthat correct? Do IT understand your position / 

Mr. Roperrs. Yes, sir. 

Senator Pasrore. Twill explore that with the members of the Com 
mission and see how they fee] about It, and what the ramifications and 
mplications are. You are entitled to know. 

I want tothank vou very, very much. 

Mr. Roserrs. Thank you, Mr. Chairman. 

Senator Pasrore. We will recess until 10 o’clock tomorrow morning. 

(Thereupon, at. 4: 50 p. m., the hearing was adjow ned, to reconvene 
at 10 a.m., Thurs lay, April 19, 1956. ) 








AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


THURSDAY, APRIL 19, 1956 
COMMISPTEE ON INTERSTATE AND FOREIGN COMMERCI 
SUBCOMMITTEE 'TO CONSIDER S. 2O43 


Washi otin. Do 


he ubeommittee met at 1O a.m... mn room i>, | ted Stat 
( } tol, the ho viable John O. Pa tore presid he. 
|? Senator Pastore and Senator Potter. 


rm , : 
Senutol & STORE. Phe comm flee will De wd) orcel 

1 : 1 1 1” | . i } 
a pleasure to have you here, Mar. Kaury cenaadl i Mik Vou Tol 


ptine our invitation, 


TATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN OF THE 
FEDERAL POWER COMMISSION; ACCOMPANIED BY JOSEPH J. A 
JESSELL, CHIEF OF THE TRANSMISSION AND COORDINATION 
SECTION, BUREAU OF POWER; AND HOWARD E. WAHRENBROCK 
ASSISTANT GENERAL COUNSEL 


Mr. Kuykenpatn. Thank you, Senator. 

Senator Pasrore. You may proceed as you like. 

Mr. IK YRENDALL. | cli Jerome IX. un kendall, Chairman of Uiie 
Federal Power Commission. I have brought with me Mr. .Jo eph J 
\. Jessell, Chief of the Transmission and Coordination Section of 
our Bureau of Power, sad Mr. Howard E. Wahrenbrock, an Assistant 
General Counsel, 

Phe Federal Power Commission has submitted a report on S. 2643 
which it stated that it favored legislation which would facilitate 
joinder of two or more electric utility operating companies throug! 
a jointly owned subsidiary to construct w: aterpower projects of large 
Ze th; in it woul | be fea sib le for any of sue h ‘Ohipanies to construct, 
aching singly, W vhere such projects are subject to licensing by the Powet 
Conmunission under part lof the Federal Power Aet. 

Che Commission stated that it would favor a bill limited to su 
projects, Insofar as the present bill “OeS beyond that it relates pl 
mint ily to matters of concern to the Securities and Exchange Comm 
iOll, and the Federal Power Commission clic hot comment, iInasmiud I) 
isthe relation of such exemption to the effectiveness of the administra 
tion of the Publie | tility Hol ling Company Act is a matter for the 
Securities and Exchange Commission. 

Phe Commission report also pointed out that exemption from the 
jurisdiction of the SEC would subject the generating company to 
regulation 1yy the Federal Powe Commission under parts [1] and 11] 
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oO] |: ( Py er \¢ f the rene! iting company owns or operate 
I | fe ror the Trahvsmisslon of snle at wholesale of electric enerey 
\\ ! t¢ 1} 


l no » State and consumed in another. 
ke ft he Commission's report, additions 
desired. Tlowever, I think it 


may 

elpful to a clearer understanding of what the public interest is, 

facilitating the construction of the large capacity generating plant 

plated by the proposed bill, if I would undertake to make a 

ried { ell) { 1M { the economite which ean be i hieved with suc] 

poisar irge enough loads can be pooled to absorb their output 
eCCOl hh 


GC £ [ i technical ne and [ shall not vO into details, but | 


ve you ask anv questions vou may wish to. Wit 
r perm linayv refer to mv a tants for help in responding t 
qu t 1 

Phe Federal Power Commission’s experience in this field grow 
particularly out of its work under section 202 (a) of the Federal] 
1 Let Phat section provides in part that: 

K i i! in abundant supply of electric energy throughou 
the | i : vith the greate possible economy and with regard to the 
prope 1 d ¢ ia} niituyr re ures the Commissior 
‘ ito divide the ) I »reciol districts for the volur 

d l { ‘ Lar e genera n, transn 
of ¢ Lie ] i be the dut of the Cotmmissior 
i en ! l mnecti« coordi within e% 
‘ 1 h distri 
Phe ( inder has d osed severa 
; tin} economies could be aehieved in the 
| power DY Infterconnect1ol and coordination of 
ie | { ot dependent eleetri utility vstelis, and it has re 
" ‘ if il port to Cong) recommendation 
\ d to require We} erco) ction and coordinator 

. to be ll C b| nterest 

‘e] tor Pastore. A ld ( ose \ erday ind T am directu 
Ut qu Iie to ( LOCI, \I I vker lall: \ uming that 3 or 4, o1 

ly ol publi utility. cor pul : whose Operatlon are Com 
: {1 fate, Ould JOU eethe) n bu he a large plant other 
’ beyond tl pacity of one « ) iv: and lets a sume an exemp 
tion were g1 ted under ¢] Holding Company Act to this newly 
fo Ll company whit e are proposing under S. 2643. Under 
Whose jurisdiction, if any, would that plant fall if all they were pro 
a ne by joint effort were heat Would it come under the jurisdic 
t 


It 


*) 
( 
al 


penatol 


on of the Federal Power Commis 


Mir. KuykKenpdaLL. They were not selling electricity ¢ 
Senator Pastor 


It was se lling the heat that we are talking about 
©. 20615. 


) 
- ? 
LOL. 


Mr. KuyKenpatn. Mr. Wahrenbrock, will you answer that ? 


Senator Pastore. If I can clarify the question you ask me to do it. 
quite important to learn whether or not this bill removes that 
tivity completely from any governmental supervision. 


Mir. WaAnreENBRocK. The Federal Power Conmission would have no 


jurisdiction whatever with respect to the sale of that heat or the price 
] 


arged for it. 
Pastore. Why? 
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Mi: VW AHRENBROCK. In the first place there is no interstate aspect 
volved by your statement of it. In the second place, it is not a sale 
f electric energy or power. 


penator PPASTORE. Let’s assume that both heat and electricity are 
olved. Then what would your answer be / 
Mr. Wanrenprock. There is still lacking any interstate element 
would make it subject to the rate regulatory jurisdiction of the 
Kederal Power Commission. 
~ tor Pasrorr. In other words, we would have to enact a law 
r the Federal Power Commission jurisdiction to supervise that ? 
Vir, KUYKENDALL. | don't know whether vou could or not, if it 1 
{! CaAce. , 
nator PASTORE. Let me explain thi ‘ \, 3, Cyand D join tog ‘ther 
ulld a plant. A, B,C. and D are all in different States. The 


plant may be im any 1 of these 4 States, or may be in a fifth 


Do T make my question clear? 
\i KUYKENDALL. That s different. 
vw Pasrore. Naturally, if it is in one State the local vuthority 
have the mght to supervise that generating plant. Now, the 
sith rose here that this other activity would be completely 
fanyv regulatory body under t bill. Weare trying to learn 
ron bie Federal Power Commi Ol would nave any juris 
over | Would ~ in that situation ? = 
\} Warrenprock, If the electric energy generated by the plant 
you are t ilkine about moves in intel tate commerce, that is, it 
CO med at a point outside the State in which it is generated, then 


4 ] 


@ O] at electl C] rvy to anv one oi tf t ¢ 


other company, which would resell it. would be a dale that would 
ibject to the F PC's rate regulatory jurisdiction. 
Senator Pasrorr. Under existing law ? 
Mr. WanrensBrock. Under the Federal Power Act. 
senator Past IRE. Would the Feder | Power (‘Commission have the 
elt to determine the rate on the basis of the capital investment ? 
Mr. Waurenprock. The Federal Power Commission would take 


it and all other yUeSTIONS relating to the reasonableness of the rate 


CO metile 1 


0 consideration in accordance with its past policies. 

Senator Pastore. In other words, if these four companies that I 

i talking about buy, let’s s iv, more than 10 percent of the stock in a 

wly formed corporation, which is to produce this heat and electricity 
that we are talking about, to be sold exclusively to them, these four 

ompanies, the financing of that newly formed company, the rate of 
return on its investment, and the rates it can charge to the operating 
ibn utility COMMPAHles, falls under Federal Power jurisdiction ¢ 

Mr. KuyKenpauy. Yes, I believe that is correct. 

senator Pasre rE. | want a categorical Ves Or no on this. Is 
iswer “Yes”? 

Mr. KuykenpbaAuu. The answer is “Yes.” And I believe that is set 
forth in our written report on the bill. 

Senator Pasrore. | am not quarreling with anyone on this. The 
question arose that the chances are this situation would fall outside 
of regulatory jurisdiction. I learn here from you as representatives of 
the Federal Power Commission on that such activity would be regu- 
lated by your agency if it goes into interstate commerce. 
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Mr. Warnrensrock. If the nuclear company is itself gener: 
electri ty which it sells to its fom parents, those sales coal 1 be a 
ject to Federal Power Commission regulation if the energy is tral 
mitted from the State in which it venerated. 

Senator Pasrore. You said nuclear power. Ilow about a stea 
} t under sectiol of this bill 4 


LTit il = I lL) Ihi : 
Mr. Wanrenpsrock. The same. 
Mir. KuykKENbpALL. And the same would be true if it were hydr 


Wel mhiv question, 
Mr. Kuykenpautn. The economies w result from interconne 
| ( »? tie ( ele watilit vsten tO ve lr CoO 
t l i¢ DO ) ] (Te j Oy S 1] Sy ne 
req red To ve} il } ht savil h ope | 
| or MT pron Y electi enere 
I } I y 4 , wie OF ihe if) <T-C OST STeA 
eriul cy () ‘ { « ( e eq l ( ( 
} ( ) r)? ( ‘ } i «tl WIS Le Ss] 
Uv } ( of pl ng pint ne resel 
( ! | l Peppy I Of} oO} ( ted 
using the | cil Say ible { { onnect 
1 } { urs ] mrenera We ( 
achieved DY TAKING advantlaae oft t 1e nNoneomneldel 
i T hie 1} OT tive 111 | ¥ i iOonds: (/)) by the ‘abilit 
Os lule the removal from service of more generating units for 
erhaul during the I load seasons: (¢c) by lower load factor us 
yt pr \ _ vdroplants on combined syste peak : (7) by installing 
irger, and | ( ore economical, gel erating units for joint use that 
eCO | for each system operating by itself because of th 
relatively smaller load growth as compared to the size of the generat 
fT unit:? ar d (e) by shat Ine venerating eapacity maintained for re 
; I : 
serve requirements. Interconnection and coordination also. giv 


creater relial lity of electric service, especially emergencies. 

Hlow many of these several kinds of benetits may be attainable 
through interconnection and coordination of particular systems, and 
how substantial they will be will depend upon the factual situation in 
enc] ( 

When a Commission study discloses that the sum of such benefits 
exceeds the costs of the transmission lines, terminal and other associ 
ated facilitie S required to effectuate the interconnectic n and coordina 
tion, a favorable opportunity for interconnection is indicated and 
terested parties are advised t hrough distribution to them of copies of 
reports prepared by the stafl of the Commission. 

Recent interconnection and coordination studies made pursuant to 
seclon POZ (a) ot the Federal Power Act. as well as some ot those now 
n progress, Rong indicate the need in some cases for construction 
of unusually large steam-electric generating stations because of the 
decreasing number of powerplant sites available where there is ade- 
quate cooling water and where fuel may be obtained at relatively low 


‘ -oOsts., 


1 Case. 


For example, in New England suitable powerplant sites at tidewater 
ire becoming scarce, very costly, and very difficult to acquire. Conse- 
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iently, present studies now under Way indicate that most economical 
ise of available powerplant sites requires the construction of unusu 
lly lareve venerating stations at such sites as are available. 


mentiv. present stuclies now under Wal) indicate that most economic i 
Similarly, mm some parts of the southeastern and central regions, 
trsa} sportation costs are so large tl part of the total cost of fuel used 


for generation of electric energy that the most economically suitable 


he 
teal eleetrh plant sites are usually limited to those on navigable 
iters. hh hoth enses the oreatest economy im production of electri 
eros S achieved when very large steam-venerating stations with 
prot nits ire constructed wut such suitable sites as are available. 


Sy also there are avallable suitable sites for laree hydroelectri 
jects jn some areas In which there are no sites available for smatlen 
| ] 


ects. and renlization oft the economies obtainable through then 


elopment may similarly be dependent upon joinder of two or mot 


tric utility Operating Compal les, 
nder of two or more electric utility operating companies in the 
Losi , 


Truct1ol of taroer hydroelectric or stealn electric stations thi 


ould be econom al for any of them actin: alone, because ot thet lhe 


red fo. their mdividueal lond eorowth LO absorb the full output 


such pla ts and the laree blo ks of powel becoming avallable wit! 
completion of single units of such size, would produce substantial 


ings to the participating utilities which night not otherwise be 


readily achievable. 

ie enactment of legislation properly facilitating sueh joimder 
vould ¢ neourage those sav ines, with result Inge henetits to the elements 
of the public interest recognized in the section ZU (a) of the Kederal 
Power Act tow hich I have prey lously referred, 

Senator Pasrore. A question has been raised by one of the stafl 

embers. L think it oucht to be cleared up, Mr. uy kendall. 

You say on page one of your statement, in the middle of the page: 
“Where si eh projects are subject to licensing by the Power (Commis 

on under part I of the Federal Power Act.” The question was 
raised here that part | applies only to power projects on navigable 
treams. 

Mr. KuykKENDALL. It is a little broader than that. It pertains only 
tO hydroelectric projects. 

Senator Pasrore. If we were talking about a steam plant, how 
would you answer the question / 

Mr. Kuykenpautn. The Federal Power Commission has no licens 
ing authority over a steam plant as such. 

Senator Pasrore. How would you regulate it, coming back to my 
other question? Could you regulate it under your authority if it 
voes 1D interstate commerce 4 

Mr. KuykKENDALL. Yes. If the electricity oenerated there is trans 
ported In interstate commerce, then we have jurisdiction over that 
ictivity under parts TT and III of the Federal Power Act. 

Senator Pasrore. What would be the situation where part of the 
tivity would be intrastate and part of it would be interstate / 

How would you straighten out that confusion / 

Mr. Kuykenpbatn. The Federal Power Commission has not been 
reluctant to assert its jurisdiction. We have jurisdiction. 
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Senator Pasrore. Let’s assume that you have four power cou 


panies, th: dom, ne g utility companies, in States A, B, C, and D 
The wenel } ng plant happens to be loc: sted 3 State A. Insofar a 
the power that is sold to the utility company operating in State A 
oncerned that l completely lntrastate, Yet the other three con 
panies are purchasing it interstate. There isa question of regulati 
the activities of this new corporation, Do you have exclusive juris 


diction ? 


- . KuyKenpaAti. We would have the jurisdiction despite the fa 


l portion ot the electri itv Was sold In Intrastate conwmmerce, (> 
course we would have no jurisdiction over the intrastate sale, L hic 
fact that there was an intrastate transmission and sale would 
derogate from our yu sdiction over the interstate sales at all, 

Senator Pasrore. If this new company built it up on such a leve 
that the rate of return, let’s Say, would be 20 percent, as against a 


estab] ied rate of 6 peres dictated by the Kederal] Powe (Comnuis 
Sion, you hay » CO! trol over if 6 


Mr. KuyKenpdALL. We would have control over it, yes. So 1t wo 


be misunderstood. we would have control over the rates for sale for 
resale in interstate commerce, and we would obviously, in vour hypo 
thetical situation, reduce those rates. We would have no control ov 
the ntrastate rates, of course. 

Senator Pasrorr. A question has risen here as to the standards of 


upervision as between FPC and SEC. This mav be a complicated 
question, but if so we can clarify it as we go along. . 

A representative of the SEC took the position that no exemptio 
should be erant ne \ administrative decision of the SEC. The 
point was made that they have standards governing regulation of 
public utilities that are in the public Interest. It was emphasized 
that they take into consideration not only the rate, but also the 
method of financing, the capital investment, the equities involved, 
and other things, including the method of accounting. 

How much does your regulation parallel that of SEC with refer 
ence to protecting the investor and protecting the consumer ¢ 

Mr. Kuykenpauu. That is covered pretty well in our written re port 

Senator Pasrore. That written report will be made a part of the 
record, as part of Mr. Kuykendall’s presentation here today. 

Mr. Kuykenpaun. Mr. Wahrenbrock can answer that more exped! 
tiously than anyone here. 

Mr. Wanrensrock. Taking the example you last used of a jointly 
owned corporation producing electric energy. part of which moves 
in interstate commerce and part does not, the Federal Power Commis 
sion would have jurisdiction over the rates that that corporation 
charged for the energy moved in interstate commerce. 

In regulating those rates it would use the standards and criteria 
which it has developed under the Federal Power Act for the regula 
tion of rates. In addition, the generator company making those 
W anes sales would be a public utility as that term is defined in the 
Federal Power Act, and as such subject generally to regulation by 
the Federal Power Commission. Its security issue s would be subject 
to Federal Power Commission regulation, subject to the exception 
provided in the Federal Power Act that if a State in which the cor- 
poration is organized and operating regulates the security issues, then 
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| Federal Power Commission does not duplheate that regulation 
) Its orporate transaetions to the extent spelled out for all pub 
iitwes une ler the Ie eder: il r ower Act would he subject tO reguiation. 

its accounts would he subject to Federal Power Commission recula 


_ | tseine liv “ft shy] ‘ | ‘rye » nt tia? 1 lhe 
The interlocking directo. Ups and managemel positions m tha 
: rnoration and in supplying orporations or In other public uti) 
would be subject to Federal Power Commission regulation 


Senator Pasrore. Would the fact that we granted a statutory ex 
mption under the Public ( tility Llolding Company Aet change 
ce haracte) of thi s operation <0 that it wotlel hot hea public utility 
» Federal Power Commission 

Mr W \HREN BROCK. No, sit. 
Senator Pasrorr. You are guided by the activity / 

Mr. Warrensrock. Yes, si , 

senator PASTORE. In ot he lr words, if ': 6455 hecame law, it would 


/ 


ot change the nature of this new operation so as to negative its control 


ler the Federal Power Act ? 
Mr. Wanrensrock. That is rieht It night have an opposite ef 


fect, because there is a provision in the Federal Power Act that no 
] mt Is subject to regulation by SEC shall be regulated by the 
I ral Power Commission. Obviously, if you exempt from the SEK«( 

ien some matters that are already in the Federal Power ( ‘omimission 
may no longer be exempt from the Federal Power Commission reeula 


Senator Pasrore. Would you supply this committee for the pur 
e of the record at this point a resume on the standards that vou ap 
ply in fixing vour supervision? Would that be too eumbe 


esponsibility or could you give the record at this point some idea of 


rsome a 
vhat that control or supervision mmounts to 4 

Mr. Kuykenpaun. I think Mr. Wahrenbrock can do that 

Are you interested in rate regulation ¢ 

Senator Pasrorre. The point lam tr \ ing to make here, an Far 2 + 
make it clear to the witnesss, is this: The question has arisen here hal ut 
the SEC, in determining its exemptions under the Public Utility 
Holding C ompany Act protects the investor interest and the consumer 
interest, and chances are if we didn’t apply their exact standards the 
public intere st would go unprotected. 

Your posit) ion here is that it is your responsibility to protect the 
consumer interest and the public interest. I don’t see why it is of : 
advantage to do the same thing twice. 

Mr. KuykKeNDALL. No, it isn’t. 

Senator Pasrore. We are trving to determine whether or not we 
ire doing the same thing twice. We are going to invite the SEC to 
spread on the record what their standard would be, and we would like 
to have you spread on the record what your standard would be, just 
to see if there are any omissions or whether or not there may be any 
duplications. 

Do I make myself clear on that point ? JT don't expect you to sub 
mit a book on this. But give us an idea of what your regulation 
would amount to in order to protect the consumer and the small 
vestor. 

Mr. Waurensrock. Mr. Chairman, it is more the scope of the regu 
lation. 
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Penawlol PASTORE. The scope of the reglation, ves. 

Vir. Watrrensrock. Rather than the standard. 

Senator Pasrorre. Yes. IL wouldn't expect you to spell it out in 
detall. 

Mr. Waurensrock. You want that material with this kind of 
OmMpany we have last been discussing, au steam COMMpany, part of 
whose output goes into interstate commerce and is sold to its parents? 

Senator Pasrore. Yes. And if the same applies to the nuclear outfit, 
you can say so. And if it doesn’t you can explain why not. -fust so 

at those who review the record will know just about what kind of 

IperVision there - going to be in ease this bill should pass. 

Mir. Wanrenerock. We can do that quite readily. IfTow soon should 
iat be submitted / 

Senator Pasrorr. Could you do it by the 9th of May? 

Mir. Watirenpsrock. Tam sure we could. 

Mr. KuyKENDALL. Yes. 


“~, Wo} |? STORE. | \"\ 1] Kee > t | e record Opel for that purpose. 


? = } ‘ + | ] . | 

I dont t here are any other questions. I think vou have made 
, . ' ; . 4» 

OUP POSITION a mndanthy erent | reiterate aguln how delehted we 


ive and appreciative of the fact that you have come here today at our 
Hiv tation. , 

Mr. Kuykenpatn. Thank you, Senator. 

Senator Pasrore. I make this further suggestion. I don’t know 
f you have been done this right along. It might be well to a sion 
member of vour staff or some member of your agency to audit these 
hearings as they progress. It won't take too much longer. We will be 
ere today and we are going to have a couple of days next week, I 
suppose. Or you could assign someone to review the record. Whether 
or not they ean keep abreast of it. I don't know. So that if there are 
any further observations vou might make we would certainly welcome 
them. 

Mr. 1 YRENDALL. We. as you know, have considerable work now 
nvolvine another industry as well as electricity. 

Senator Pasrore. I don’t mean someone of the top echelon. 

Mr. KuyKkenpaty. If we could be loaned a COPY of the record 
I think we could do it much more quickly. Could we arrange that ? 

Senator Pasrorr. Yes. Just so you will follow this thing as it goes 
nioneg. 

Mr. Koykenparn. A person can read the record in a fraction of 
the time that it makes to listen to it Ina day. 

Senator Pasrore. Thank God. 

Mer. KueyKkenpann. Thank you. Mr. Chairman. 

(The report of the Federal Power Commission on S. 2643 is as 
follows:) 


FEDERAL POWER COMMISSTIOD 


Report on S. 2643. S47ru CONGRESS, A Bitt To AMEND SECTION 2 (A) OF TITLE 
I oF THE Purtic UTintity Act or 1935 


This bill would amend the definitions in section 2 (a) of the Publie Utility 
Holding Company Act of 1935 (title T of the Publie Utility Act of 1985), which 
is administered by the Securities and Exchange Commission, so as to exclude 
two types of operation of electric utility Corporations from constituting a basis 

SEC regulation of such corporations or their affiliates: (1) ownership or 
operation of facilities for production of heat to generate electric energy from 
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l 


AMEND 
ial nuclear material; (2) ownership, control, « oting of st f sepa ‘ 
i¢ generating and/or transmitting corporation ose is ce of se 
hiect to State or Federal regulatory jurisdiction 
Chis Commission has heretofore reported on a provisi SOMeN t sim 
ontuined in H.R. 9043, Sad Congress, as follow 
The separate generating Company do not be permitted under ‘ 
dment to own or operate distributing facilities : the utility compa 
d its stock would purchase all of the power output of the captive play 
i would themselves Carry on operations in one o ore Strat having a State 
<sion; and the separate generating company could have no su | nal 
d not itself be a subsidiary of a hold compa 
As drawn, the bill presents tec] cn Mlinent to the Tk 1 \ 
does si s reasonable and carefully cirewm ity ( 
t «lk het pear to be intended t Lp It ould yo 
iting electric UtLItTY Companies to organize a se] ate generating Compal 
e] pose of constructing a Waterpower project be nad the finan I 
neo he phil sto undertake and would } rv ich ‘ 
| er from that rojvect The il ad ow ( ripen} Let « : 
a revent the o i! ition of urn og? 1 } lhe 
nuces, al wh thre I nad ent j 1ece t t vie QO OV’ y 
The licensing terms of e Fede Power Ac ‘ 
dit would be diffi t for two orn ' OS ¢ ively lk 
| WT ail re waterpower provlect 11icie sé 
Chis | vould remove lega pedimen ‘ ‘ eani n of SO] 
rit coinpany unde! hese ¢ ( stances and nv Ix ¢ el eof 
‘ t it ~ } t 
|’ ge of the bill is recommie led 
\s that report indicates, this Com sion favors le hn fa i oind 
wo or more operating utilities to construct waterpower ] ct vhich are 
( d the financial ability of any one of the Companies, where such projects 
. ect to licensing by this Commission 
I} (‘om ssion would assume that the proposed bill should be 1 1 t 
tuations, and as so limited would favor it sevond that, the bill relates 
siation administered solely by the ShEC and accordingly this Commission ha 
report or comment to make 
provided by this bill were enacted into ve section Sis 
ble and according the jurisdic 


eliption 
-inapplical 


as follow 


would he 
»stmnarized : 


If the « 
the Federal Power A 
f the Federal Power Conimission could be 

1) If the generating Company is deemed to be a public utility under part II of 
e Federal Power Act by reason of the ownership or operation of facilities for 
nstmission or sale of electric energy in interstate commerce, it then becomes 
hjeet to all of the provisions of parts II and IIT of the Federal Power Act, par 
ularly section 208 relating to acquisition or disposition of securities and other 
sale or guaranty of a security or 
section 501 relating 


the issuance 
to the filing of 


sets; section 204 relating to 
sumption of obligation or liability in respect to a security 
and section 304 relating re 


» the method of keeping accounts 
ts with the Federal Power Commission. 

) If the company is deemed to be a public utility under part IT of the Federal 

1 of the Federal 


» 
( 


Power Act and also required to procure a license under part 
Act to build and operate a hydroelectric project, it would not only be sub 
also to all of the 
act, which, 

regulate the 


ab 


Cl 


o all 


of the applicable provisions of part II of the act, but 
Visions of part I of the act, and in particular section 19 of the 
Power Commission to 


nong other things, empowers the Federal 

lount and character of security issues by licensees provided there is ar 
of State authority over such matters, 

is deemed to be a licensee under part I of the Federal 


If the company 
Act and its operations are wholly intrastate then the applicable provis 
and character 


ences 
”» 
>») 


In addition, the amount 


Power 
part IT and part ITT of the act gover 
he securities of the company as a licensee, in the absence of State control, are 


ibject to the Commission’s regulation. 
\lso, the Commission would have continuing jurisdiction over such a licensee 
der the accounting, original cost, and reporting provisions of the act. It sl 
differs in that it expressly permits the separate generating con 
having an operating electri til 


S. 2648, 84th Cong 
be a subsidiary holding company system h 


in the area, 
ti 14 


¢ 
OL a 


to 
bsidiary 
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also be noted that when a company applies for a license under oa I of the act 


( miss Ss anthorized to inquire nto and must be tistied with 
nitial financing plan for the proposed project. 
(4) If the company is deemed to be operating wholly intrastate and is n 
required to secure a license under part I of the Federal Power Act, the Federa 


Power Commission would have no regulatory jurisdiction. 


senator Pasrore. Our next witness this morning is Mir. Harll 


STATEMENT OF HARLLEE BRANCH, JR., ON BEHALF OF THE 
EDISON ELECTRIC INSTITUTE 


Senator Pasrore. Tow long will your statement take, Mr. Branch 
Mr. Brancnu. I we {sav about 7 or 8 minutes. Mavbe 10. 
Senatol PASTORE. Wi ild you prefer to read for put it in thre reco!) 
dexpla hilt?! L think it might be well for Vol to read it. 
Mr. Brancn. Whatever the pleasure of the chairman 
Senator Pasrore. Read it. 
Mr. Brancu. My nai Harllee Branch, Jr. IT am president 
» Georgia Power ¢ ind president of the Edison Electric Institu 
fhe member co panies oF the 1 titute serve 93 percent of the elect 
omers receiving service from the investor-owned electric utilit: 
ndustry, which, im h, serves approximately S50 percent of the total 
number of electric « tomers in the United States. So the inst! 


mav be said to represent 7. percent of all electric users in the counti 


I am appearing before your committee tod: ay in support of Senati 


bill 2645. My support Is bas lon the behef that this measure wi 
litate the planning, financing, and installation of the large add 
tional generating « Apac itv which will be required to supp ly our Na 
tion’s future deman ds for electric power. I believe the bill will als 
serve to encourage tallation of the most economical venerating 
equipment that our a technology will afford—both from thi 
stan ndpoin { of size of veneration units and the location of future plant 

: IS my op! nion that the bill will also remove one of the obstruction 
to full parti ‘Ipation by the investor-owned electric companies, and 
| night here interpolate, industrial organizations. in a program of 

omie development which will bring to America power users the 
r llest possible benefits of this import: int new tec hnology. 

It seems to me that the ’ illions of Americans served by our ele 
iric companies should not be dle} rived of the full benefits of these 
scientific and engineering wor ances ming because of statutory tech 
nicalities and requirements which can be eliminated without any real 
prejudice to the public interest ae ail violating the basie ob 
iectives of the C one ss in enacting the laws of which they are a part. 

Estimate of future power requirements: A number of agencies con 

‘rhed with the question of electric power supply, including the Ediso1 
Kleetric Institute. the Federal Power Commission, the Electrical 
World Magazine, and the large manufacture rs of electric ap yparatus 
have made long-range forecasts of the Nation’s future requirements 
for electric energy an 1d the progressive need for additional generating 

ane ity to supply these requirements. A review of a half a dozen of 
these estimates indicates that in 1965 our electric utilities will be called 
upon to supply about a trillion kilowatt-hours of electric energy. 

This is approximately double the 545 billion kilowatt-hours produced 
in 1955, exclusive of isolated industrial plant power generation. By 
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975, the demand is expected to be in the order of 2 trillion kilowatt 
ours. 
During the past 20 or 50 years, the output of electricity 
. ( bl leach de vl nd pr ent rive ‘ations are th doubling every 
cade will continue for at least the next 20 years. This expansior 


nten nplates, for he Natio asa whol 3. iW annual rate of crowth of 


wer demand « { Se t peres f compounded ann willy. 


A very large increase in & rat oO Capacity will be required LO 
ipply this additional demand. For example: at the end of 1 
he total utilitv industry, exclusive of isolated industrial Plants, had 
(4.370.000 kilowatts of generating capacity. The industry will hay 
add about 115 n covet on kilowatts net capacity in the next 10 years 
t about 230 million kilowatts net eapacity in the following 10 years 
keep abreast of th euedutel srowth. In 1955, a record year, we 
| ab ut 12 mil] Hon kilow tts, It. y ould appear, therefore, that 


e must keep on adding new capacity for the next 20 years, at least, 


this hitherto unmatched rate. 
Che new capacity to be added will Impose enormous caplt il re q Hire 
nts upon our industry. As of the end of 1955, the investor-owned 
ompanies, having 76 percent of the total utility generating capacity, 
an investment in plant facilities of $30,600,000,000 heir con 
truction expenditures for 1956 were approximately $2,900,000,000. 
Phe annual rate of construction expenditures, of course. will increase 
bout in proportion to the annual requirements for additional plant 

( facilities 

Economies benefit the customer: I have spoken of technological 
idvances in the generation and transmission of electricity which we 
would like to make available to all our ec — rs as rapidly as pos 


J ble. ‘These advances continue at a relative ly fast rate. The ] largest 
generating unit now in operation has a capacity of 260,000 kilowatts; 
| he biel operating steam pressure attainable with present ap 


) 


paratus is 2,400 pounds per square inch; the highest operating tem 

perature is 1,100° Fahrenheit; and the coal required to produce 

kilowatt-hour in the best of today’s plants is about three-fourths of 

_pound. But, anew generating unit is now on order, for installation 

9 years hence, which will have ae apac ity of 325,000 kilowatts, steam 

pressure of 5.000 pounds per square ine h, an ope rating i ature 

f 1,200° Fahrenheit, and a fuel efficiency of three-fifths of a pound 
per kilowatt-hour. 

We have also made notable advances in the field of power transmis 


sion. It is now possible to transmit as much as 1.250.000 kilowatts 
of power over a double — line, increasing by several times the 
mount of power which can be carried over our transmission lines 
This is a development of g ~bee importance for the future of power 
supply because of the increasing difficulty and constantly-rising cost 
f obtaining rights-of-w: ay. 

The propos ol commercial use of nuclear energy as a source of heat 
for the production of electric energy is the most important recent 
levelopment to arrive in the electric power arena. In the relatively 
: short time since the laws and regulations of the Federal Government 
| were amended to permit civilian enterprises to have in their posses 
sion fissionable materials and to own facilities, a number of individual 
| power companies, and groups of power companies, have asked for 

’ ] 


icenses from the Atomie E nergy © ommilssion. 
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hese companies are going forward with plans for developing about 
Ilion kilowatts of generating capacity at a cost to them. and a 
umber of industrial enterprises associated with them. of approx 


iat ly SOU million - 
Chey will develop and use many different types of reactors and many 


. ' : 
herent methods and procedures, thus making avallable a volume 


d variety of knowledge which will result in substantial improve 
nents in later mistallation 
\ OOUTIN WIE TE I cl, we cl't ] Ll) ¢ L OT development 
n the use of ittomiie eneray fOr thre veneration ot eles ENIC Por Gr". | ( 
projects Which are b roy dertiake are of an experimental chick cit 
lOp! Ub nature, Vil ror t r purpose research and exper 
tation Which it believed \ lead to the economic and com 
relal generation of electl power from this new souree of energy 
Phe Proposes leo Slntion Will enable ut ity systems al do indu tris 
reanizations to be associated together in carrying out these develop 
ental activities which are costly to design, build, and operate for the 
Ot UbVctl y the technology and obta mnne economic data 
ere Vy for e\ lu ho t worthwlhileness ol the propects, 
My own company and its associates have signified their intention to 
participate 1 the devel pmental and expermental program ot the 


Power Reactor Development Co.—a completely nonprofit member 


ship corporation Which seeks to construct a fast breeder reactor 

Ay Er higan. My Compan ! Its assoclates are presently subject TO 
the Pubhe Utility Holding Company Act of 1955. and I am advised 
that, under the Pastore—Potter “ill. ve would continue to be subject 


to that law ania the reoulations Pp ie ited thereunder. 
While no exemption is granted to us or any other utility now sub 


ject to that law, nevertheless we would like to seriously su@gest that 


dustrial and other organizations which are not now subject to hold 


hg company Jurisdiction should not become subject merely because 

of their participation in a purely experimental and non-profit enter 

prise so essential to the furtherance of an atomic energy technology 
med at peacetime service of the ‘public. 

Without the exemptions which the proposed legislation provides, 1 
doubt whether many industrial organizations and others, not now 
subject to holding company jurisdiction, would be willing to proceed 
or justified in proceeding. 

The driving force behind improvements: The driving force behind 
our striving for technological improvement is greater economy, both 
n capital costs and In annual ope rating costs, of our power facilities. 
rg savings to power consumers have been achieved in past decades 
and it is our hope that wees improvements in economy and efliciency 
will oa mas still further benefits to the public we serve. 

The big prob lem confronting our industry is how to bring to out 
customers—that is, to the great majority of the American people. 
an ever-increasing quantity of dependable power in the most eflicient 
maner and at the lowest possib le expense. Anything that enables 
our companies to incre ase e ‘flicie ney Vv and re “duce costs benefits the power 
users and, ultimately, the entire ns ition: al economy. It is of concern, 
therefore, not only to us but to the Congress as well. 

The history of power generation and distribution in America has 
been characterized by a constant effort to achieve new economies. 
Power was first produced by isolated ve nerating plants, Then Ven 
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ne plants with } the Sel bie COMPANY were hrerconnecled | 
reonnectlons were mide bet ween colipanies to t ike advantage ol 
versity of demand, to enable the mterconnected compan to 
tueevel the ! stad] ition of lareer Wits and lond them up to Upra 
thi would he possible With the COMpAHLTEeS ¢ tlhe eparat 
oO achieve an econ mien exchange of enere’y, Crroup plam 


vrenerating plan ts 


pooling contract and joint ownership ¢ | 
) il extensions of this development. 
Joint ownership of generating plants: The plan to organize a 


‘ating company im which several independent utilities can share 


tructing and operating a power plant with larger and 1 
{ ind hence, more economical tibiit ippears t be. | 
ory if ( ] i¢ hie | | j to) 
-_ ( I { er ) ] ir 
el ( \ eve i ( 
| Por l ( 
( ( ie i itl? | |) er 3 { 
! i «) ie ( >] 
( | i OVirbole i ys} 
Ti ) | 1) e\ } ( ( 
t yrs i] ( { } 
( 1 te mi) ( 
j | { [lo ‘ ar \ | 
VY t \ if diilerent } 
| hota ) i] ( \ 1 ene ) 
{ a>\ 3 | Ty) A } ‘ 
() | ot Cp re \ l itiditu re ( ye ix « 
( pou Act of 195 \ ( THEA I keep 1 mbiy 
) OMe Wd pracy mad to Ve | ite Thi ! 
( 4 
« tio \ Ter (i 1} 1%) \ eC} } { 
i I 
eve haut pully ( Lae eVverthel COMM! ited a req ) 
( byl eXpert Tlie vhicd attel ) ) Ce part of t hye pers ol 
I I 
LDP eS ! { Om thr il het ) Of the Securitle hia { 
ve Comailsslo 
Phese regulations deal with all the intricate relations between pare 
panies and subsidiaries : they IMipose Intricate accounting p 


he keeping of detailed information and the fil 


<, and require t 

merous reports, In the « arrving out of its duties, the Securit 

na exchange Commission must engage Wn lengthy Investiga 

ind hearings, all of which are a burden on the companies involved, 
vell as on the ¢ olmMmMIssion stall, 

Phey frequently involved, wus prior Withesses have ind ented 1 

rning and vesterday, regulatory duplication, 

Che situation now under discussion appears to he quite ditferent 
from the one Congress had in mind in 1935, and deserving of ditfere 
reatment, 

For ex:mple, let us suppose that © companies wished to combine 
their resources and their requirements for electricity in order to build 

large generating plant instead of several smaller ones. ‘These 5 
companies would own the generating company. ‘They would absorb 
ill of its energy output into their own systems. They would not. be 
holding companies in the sense of owning the common stock of a 
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utility subsidiary. and the cenerating company would hot evel 
tility company in the aecepted sense of the term. 
It would be a company formed for the sole purpose of enabling 


the five companies to jointly build and operate a much larger mort 
efficient. and more economical plant than would be practicable 
any one of them alone. 


Senator Pasrore. At that point, sir, would you agree with wha 


' , 1 4 4 } a 1 . } 
Mr Kuykendall has qust sa that nevertheless 1t would come unde 
. . } ‘ : ‘2 ] 
the supervision of the Federal Power Comnini on 1f that curr 
wa nt in interstate commerce. 


Mr. Brancu. I agree completely with the answer which Mr. Wa 
renbrock and Max. Kuvkendall gave to vou In answer to your ¢ 
questions during Mr. Kuykendall’s testimony. 


i i Oreeln ah 1 oO] icluAl ¢ 1 >¢ ence n comparabl - 
tions by my own company and associates. 
Senator Pastore. Thank you. 
{ ) } "4 t : | ld} \ 
Mr. Brancu Yet, nder the terms or the Ti iding ¢ OMpany ‘A 
: it : i >. : 
eacn ot these Hive operating companies, none ol which might othe 
wise be | to 1 Holding Company Act, would immediately bi 
| ] ) , } } hy 1] +] liant al 
come noiaing Ipanies and be subjected to ali tii complicated ri 
regulations, practices, and hearings to which a holding company 
(> l Tf | 
Compa not ler the 1urisdicti of e Hold g¢ Company \ 
: : } ‘ ] 
naturally he ite to come under its provisions. Kor that reason 
Hloidine ¢ ompanv Act tends to retard and dis oOurage the joint ow 
= i . 
, , : ; igllyvy bv ft] AT a, 
ers » of generating plants, especally yY the smaiier compulhies 


This isa matter of fact and is not intended as a criticism of the Secu 
es and Exchange Commission. 
it may be ars ed that the Holding Company Act provides for cer 


tain ex Mptiol = and that these may be and, in act have been, Oranres 


after appropriate hearmgs. But the very fact that exemptions hay 
bee granted seems to me to argue in favor of the bill we are d 
( oO 

Phe building of large power plants involves long-term financing 
Instead of relying upon administrative decisions, which may be su 
ject to revision with a change in administrative viewpoint, such long 


: ] } 
term investments, if thev are to be most economiecntly Hnaneced, snoulk 


be covered by clear statutory exemption from the llolding (Compa 


As I understand it, that is the purpose of Senate bill 2645. It 
enactment, in my opinion, will help to assure that attitional powe! 
capacity will be provided in adequate amounts and in ample time t 
serve the Nation’s needs. 

It will help to assure that, in the years ahead, our new power 1 
stallations will be of the most economical and efficient types and sizes, 
and that new generating equipment will be located and built at suc 
points as will enable the utilities to achieve maximum economy ir 
power supply for their customers. 

It will enable our industry to attract the large amounts of investor 
capital necessary to meet unprecedented construction programs in thi 
next 10 to 20 years, at rates most beneficial to the power users of the 
Nation. 

Each such economy will enlarge the facilities upon which the electric 
companies pay taxes to Federal, State, and local governments—taxes, 
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neidentally, which today take approximately 25 cents of every dollaa 
fF our revenues. 
‘To this end and on these considerations I reeommend the 


tf Senate bill 2648. 


( 


enactment 


senator PASTORE, What is your reaction to a proposal limit see 
on 4 of the bill, to the experin. ntal and de velopment phases on a 
onprofit basis — as this subject Is still an area ot reseal ie 
nd deve pape and, as in the case of the company that you are inter 
ted in. ilsoona ancien basis 
Mr. Be awe He, Insofar as my OWN COMpany is Cconcel ned, such a lin 
ition would not be objectionable because we are already subject to 
oulaty 1 hy state COMMISSION, by the Federal Power C'oi ni 
, iplicatively reoulated, and by the Securities and Exchange Com 
a on, ana will conti ue SO regardless ot whether you fey ectlol 
it isor amend it in the particular that you mentioned, Mr ore 
Llowever, looking at 1 from the standpo nt o American y ‘ 
onsumer and the electr — er industry as a whole, and having i 
d that this measure 1s primar! ly intended, as | understand to 
ourave small seoments of this industry vho do not have the ec 
c resources and ability to build thes large renerating pl unt to 
bine, it would seem to me that if that limitation in anv way in 
d the ultimate construction of larger and more eflicient and 
refore more economical generating units, that vou will have « 
ed i part of the lvantage of the mensure. nd t] ut Oo reducing’ 
advant Oo s you will not have protected the \mer in powe} Ol 
er or thie | vestor in these faedl ties one WIE more than he wit] he 
protected under the bill as it exist 
Senator PAsTORE. My) own feeling IS more or | Vong the lines 
at you have expounded. Of course, my interest may be a little more 
14 ‘thai other people who haven't had the Same expe 1] e that i 
ve had on the Joint Committee on Atom Knergyvy known 
oblems and the obstacles that confront individuals and Oli pane 
{ ee activity. But after all, ther O b 
al the sense of apprehen on as to some feature of the bill t 
has been areeeen here. The chances are that s on 41 layoe Oe 
ittle too far. Realizing the fact that this is not il pert t art. Wh 
till in the stage of research, and that it will be a long time before 
k nd of energy will be competitive with the heray that Is ¢ Ve 
oped by the use of coi ventional fuels, what wou wid] » the practical 
harm if we did limit this to the period of its suntanieded and devel 
opmental stage ona honprotit basis / Do you anticipate a real d 
couragement on the part of these small operating companies? As i 
derstand the purpose of your company, the new Power Reactor 
Development Co., all you are interested in is research for the purpose 
f developing this science to the point where it nught become practl 
ible. Am I right? 
Mr. Brancnu. At the moment we speak, that is our purpose. It is an 


experimental and developmental thing. But in Atlanta, for example, 
on yesterday—the day before yesterday, just before I left for Wash 
we were having an Atomic Power Forum with « great m: ny 
people from all over the country. 

We were having it there because the people in Georgia, for example, 
ind in its adjacent States, are very much interested in the practical 


neton 
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appl ition of this new technology to actual commercial generation o 
power and avall bil C\ of power it the earl est practicable date. 
\ ! ipidly is this deve Opment | stage Is passed, vou then come 1 


fhe pommt where practical applicat on 1s going to require, as steam an 


i 


hydro Ce i tion require Tor 1 maximum efficiencies, tremendo 
bie ts of capital investment 

Surrounding’ out company, for exiunple, are a number of smal] 
tility Companies sery YY port t segments of our southern area. 

t l { 

Simall companies whieh because of their purely intrastate regulatior 
and beeause thev are not Wier the Publi Utility Holding Compai 
Act, 1 1\ ot be presentiv | ider SEC regulation and not cuspose 

rally to come under that additional regulation. 

\I\ t 1 it | try oy to mike is that at the moment the com 
1» elt ive been deve oped md the procedures have be 1) perfecter 
to 1 Le n a] ost fuel area s .as the Southeast. if 11 

practical thes mpanies and their customers would be entitle: 
ele ry to utilize then elves of the ne WW technology 

\tt point the vantage to the power consumer, through a cor 

on of their efforts in a jointly owned nuclear plant, is precise 
the same advantage v your section 5 of this bill, as I recall, woul 
ext to present thet ts d hydro plant 

SO Mm point to vo S 7 it 1 think it would be an unnecessat 
| t 

| don’t think it is { rv in the Pp iblic interest, either now or 
a later date. If it vets i bedded in the act at this moment of amend 

( nav Take O L significance of exclusion that night make 
difficult hereafter to make the same extension of economies to nuclear 
plants as your section 5 now proposes to make to the plants using 
conventional fuels and to hydro plants. 


i think it s for that renson contra the spirit of the proposed le@is 
lation as I understand it, and I humbly submit totally unjustified in 
e+] sit, 


iV protection of 1? PUbH 
. i i 


interest, either consumer or investor, 
Senator Pasrorre. In other words, while as a practical propositior 
the realization of this dream may be 15 years hence, insofar as en 
couragement of initiative or interest is concerned, you must make the 
people who engage i t at least expect that it might happen at any 
moment ¢ 

Mr. Brancn. IT think you not only have got to do that, but 1f T may 
he more optimistic than some of my associates in the industry, it was 
testified by a very preeminent engineer in Atlanta the day before 
vesterday, a man who has kept ine 


ose touch with this atomic energy 
] 


developme} - Mr. H. oy S| olz. president oft Southern Services. Inec.. 


41 very preminent engineer, that in his opinion, because of its location 

na high cost fuel area, that an atomic energy plant, utilizing the heat 
for electric generation, would be up for very serious consideration in 
my own State, he said, within a period of not more than 7 vears, and 
he conceived a period appreciably shorter than that. 

There is a lag in legislative relief as there is in regulation, and as 
there is even in power construction. To make that exemption now, 
and to only imply that there was some significance why you exempted 
him for experimental purposes but didn’t exempt him for commercial 
purposes, that becomes a barrier and would, it seems to me, frustrate 





= 
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orat least substantially postpone subsequent efforts to vet that exemp 
tion extended as it should be extended 1f atomic eee _ ve lopmel ts 
we rapidly to be made of practical use to the Ameri } power con 
sumer 

Senator Pasrorer. And possibly dampen or eliminate the incentive 
which we all want as of the moment. 

Mr. Brancn. | certainly agree with that. And with these small 
ompanies we lust plan for our power generation approximately » 
years ahead ot the time that we anticipate the power is role to be 
eeded. 

Phat being true. if this was now limited to just the experimental 
we, these small colmipamles, ot havine the benelit, the saneuadal 


benefit of it in the future, might be inclined to vo forward with plans 


for other types of generating plants less advantageous in the long-run 
» them consumers and to the Amertean public, because they didn't 
think the exemption would be available When the tlme caine tor the 


Oo construct it. 


It seems to me now on the threshold of t his thing, provided it doe 
ot conflict with the public interest. anda ese mais it does not 
i that I understand 1s the chairman’s statement as I read his state 
iehtl earle provided if dloe hot — with the public interest, | 
no reason to now seek to appeas » those who would Oppose thi 


Mmptron On any basis, exper me tal or practical, when in reality the 


thing we are looking for isthe early end of the developmental stage and 
e prompt utilization of it for our total national economy, 
senatol PASTORE, | waht to comp yin nent you on vour statement, Mi 
T> ? . 
pranen. It isa plea ure to have you here, 
Mr. Brancu. Thank you, sir. 
Senator Pasrore. Our next witness is Mr. Eugene S. Louelhlin. 


STATEMENT OF EUGENE S. LOUGHLIN, CHAIRMAN OF THE 
CONNECTICUT PUBLIC UTILITIES COMMISSION 


Mr. Lovuenuin. T have a rather lengthy statement, and a summary. 
I will file the long one and just read the short one. 

Mr. Chairman, and gentlemen of the committee: My name is Kugene 
S. Loughlin and L live inthe Town of Greenwich, Conn. IT am Chair 
nan of the Connecticut Public Utilities Commission and have served 
on that Commission since 1943. In 1953 1 served as President of the 
National Association of Railroad and Utility Commissioners and an 
ow a permanent member of its executive committee, and Lam also a 
past President of the Association of New Eneland Utility Commis 

oners. ; 

[ am appearing before you to recommend and to urge your favorable 
recommendation for the passage of S. 2643 or some substant! hally sim 
ar enactinent because [believe that the purposes of the proposed leg 
ation and the results that will be achieved 1f such legislation is adopted 
will be in the publie interest. 

AnV legislation such as this which will foster the development of 
itomic reactor generating companies and jointly sponsored conven 
tional or atomic power projects with a resultant increased supply of 
ow-cost ene rgy seems to me so obviously in the public Interest that 
arguments against its passage are unsound. 

It is axiomatic that duplicate regulation of utilities results in in 


} 


te 
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reased Costs, while hy of course must be borne Dy the customers ot thi 
itilities. I am convinced that if there is adequate State regulatio: 
there is no need for duplicating Federal ee 

When the Holding Company Act was passed in 1935 the regulation 
of utilities by States was not as extensive and COMPLE hensive as it 
today. C ominission with power to reoulate one or more of the publi: 


utility industries exist in each of the 48 States and in the District of 
Columbia. There are five categories of ivity of utilities which fal] 
under the 1 oulatio 1 UV state con cae 7 hese are the regulatio 
of: (1) rates: (2) service standards and extensions: (3) accounting 


and reporting: (4) licenses and permits; (5) financial and corporate 





regulation. Although. as I have not all commissions regulate 
il] of these ele tii ite S oT each utility. auom ol ity ot the State commis 
rons has the power tO reoulate or contro] sales, purchases, merge 
ind consolidation oS States have that power. - urty-nine State 
ive the control and LUpery sion of the issuance of s curities. Thirty 
two States have control over the purchase of securities of other utili 
ties, and transactions with affiliates, 29 States. 

In Conne:ticut my commission exercises regulatory Jurisdiction ove 


utilities with rega rad to rates, service, public safety in the operatio! 
oO} plant Ana equ lp ment, ssunnce ot securities, borrowings ot money, 
mort@aves, C¢ nsolida lOnS, dissolutions, snle. lease, assignment, oO! 
morteage of any essent tials part of utility plant, man igement t under a 
managerial =er'\ ices contract, accounting, a id tS, and finane al report 

No one in my opinion should advocate legislation to aaa a 
Holdi ne C ompany Act which would result in repetition of the abuses 
which lead to the act’s passage in 1935 or would result ina regulator) 
fap. Tf lt hye U2@HNt that su I would occur Upon the passage ot s. 2645 
i would be the first to oppose its adoption. 

An expanding economy 1 New E1 oland, A ween 96 in the enti 


(Tnited States, is voverne «| lareely by the availabil C\ of el ectric energy, 
be it steam nerated, hydroge nerated or atom ally venerated. The 
lev k ot fuel n New I holar cd mal es us parth ulead i\ sensitive to any 


hew prograui WV hic hwill encourage the deve lopment of any new sources 
of le tric ene roy, uch aus the construction of large facilities t that are 
beyond the financial capacity of any single company and also atomi 
power plat is. It seems to me that the bill is a step in the direction 
toward vi hich we are all ful xious to proceed. al cl. Tire refore, | recom 
mend it to you. 

| ee the opportun ity to appear before you and express My 
views and f1 that they may be of some small assistance. 

Senator Pasrol ‘fe. At this point we shall incorporate in the record in 
ts entirety your fuller statement. 

Mr. Loveuir. Thank you. 

(Mr. Loughlin’s statement referred to above is as follows :) 


Mr. Chairman and gentlemen of the committee, my name is Eugene S. Loughlin 
and I live in the town of Greenwich, Conn. I am chairman of the Connecticut 
Public Utilities Commission and have served on that commission since 1943. In 
1953 I served as president of the NARUC and am now a permanent member of 
its executive committee, and I am also a past president of the New England As- 
sociation of Utility Commissions. 

I am appearing before you to recommend and to urge your favorable recom- 
mendation for the passage of S. 26438 or some substantially similar enactment 
because I believe that the purpose of the proposed legislation and the results that 
will be achieved if such legislation is adopted will be in the public interest. 
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Any legislation such as this which will foster the development of atomic re- 
tor generating companies and jointly sponsored conventional or atomic power 
rojects with a resultant increased supply of low cost energy seems to be so 
ously in the public interest that arguments against its passage are unsound. 
[I believe this committee has received statistics of the steady yet enormous 
erease in the power requirements of this country over the next 20 years. New 
nd is no exception to the general pattern even though not so sharp an in- 
rense is forecast for the northeast area as some others. The dependable ca 
city to meet these demands may not be available unless encouragement is 

ven to private industry to expand substantially to meet the public need. 
The modern trend in building additional generating capacity tends toward 
er and larger units, whether they be steam or hydro. The larger the unit 
wer the production cost per kilowatt hour, and investment cost per kilowatt 
apacity, but in most cases, and I believe this to be true in New England, the 
struction of such larger facilities will be beyond the financial capacity of any 
le company. The joint ownership of such large generating sations by two 
ore electric utilities is becoming increasingly necessary and desirable. I 
w the matter has been given considerable study in Connecticut. Three of the 
panies at the present time own a Joint site which was acquired for the pur- 
f building a common generating plant. Another example in New England 
he recent sponsorship by New England utilities of an atomic generating station 
vn as Yankee Atomic Electric Co. The construction of atomic generators 
se, because of their experimental character, will in most instances as il- 
ed by the Yankee undertaking, be a joint venture of several utilities It 
uld appear that the most feasible way to effect joint ownership is through the 
nization of a subsidiary generating company, be it atomie or conventional, 
two or more sponsoring electric utility operating companies pooling their 
es to build, finance, and operate the generating facilities of the subsid- 
Such joint sponsorship, of course, runs head-on into the provisions of the 
- Utility Holding Company Act of 1953, which would subject the sponsoring 
inies as wel las the generating company to the comprehensive reculatory 
liction of the Commission under that act, which regulation in most cases 
1 duplication of existent State commission regulation as well as of the 
leral Power Commission. It is axiomatic that duplicate regulation of utili- 
ults in increased costs, Which, of course, must be borne by the customers 

the utility. 

en the Holding Company Act was passed in 1935 the regulation of utilities 
S Ss Was not as extensive and comprehensive as it is today. Commissions 
I ower to regulate one or more of the public utility industries exist in 
he 48 States and in the District of Columbia. The extent of com 
uthority may vary, not only with the ianguage of the statutes of the 
eral States, but also to some degree with the interpretation of the laws by 


e commissions and by the courts. There are five categories of activity of 
vhich fall under the regulation by State commissions. These ure the 
ation of: (1) rates; (2) service standards and extensions: (3 iccounting 


reporting; (4) licenses and permits; (5) financial and corporate regulation 
though as I have stated, not all commissions regulate all of these activities of 
h utility, a majority of the State commissions has the power to regulate or 
rol sales, purchases, mergers, and consolidations (3S States), the issuance 
securities (39 States), the purchase of securities of other utilities ($2 States), 
transactions with affiliates (29 States). 
n Connecticut my commission exercises regulatory jurisdiction over utilities 
th regard to rates, service, public safety in the operaton of plant and equip 
issuance of securities, borrowings of money, mortgages, consolidations, 
ssolutions, sale, lease, assignment, or mortgage of any essential part of utility 
t, Management under a managerial service contract, accounting, audits, 
nd financial reports 
No one should, in my opinion, advocate legislation to amend the Holding Com 
inv Act which would result in repetition of the abuses which lead to the act’s 
issage in 1935 or would result in a regulatory gap. If I thought that such 
uld occur upon the passage of S. 2643 I would be the first to oppose its adop- 
m. Yet not only, in my opinion, would no such consequence result but in 
judgment it would be wise to enlarge further the scope of S. 2643 in these 
wing respects. 
firstly, the bill in redefining what is an electric utility company purports 
nclude only a company which owns or operates nuclear material used in the 
neration of electric energy and would not include a company which owned 
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é l oy ‘ ‘ energ é I t 
ef ddiu tepresel e ¢ H. R. 9745) and re re¢ 
} r \ | g ( + WW OPS eYX ce ) thre ef] 
els ( Ol ret ‘ Ss e spe il x ¢ 
f bu gene! Sf energ heret It \ l Se t { 
= ( ! a be Incorporate S. 2645. 
( } bole ss f eng I ito deve pme 
rog S] sore Dp l s how » finance Phe st 
< prog! nnot bet g source uv New Eng 
re t iv t ~ I se ii . eT hg < hipante 
‘ ! rging relies t t cries clo l Vial t bye eg 
late I am s the eve! clair f e} Lider e St 
0 n fea ; ; i g Fee ula , 
| e refe) ! y efere! e I v 
\ b <u = I es |} ‘ ' ge} 
t ti¢ ~ en ‘ rw ’ 
| ‘ t nso} y i - I TO I hes 
proj s ol cing Lhe S 
‘ I eX ~ . ed gel y } S go Pq ‘ 
Hole ge < \e I sl l¢ h efte } 
t ~ ‘ = ‘ ? ee | { { slerl ! (ler ~~ i 
‘? ’ ' T ‘ ~ { ‘ ~t ] ~ 
~ ‘ Tié ~ ~ ’ ~ ’ } 
I } s Bet he SKé rove « 
‘ ~ S I t t t 
f eve N I p! sed legis . ing a 
the . f e x ‘ f sne} I sponsored ¢o} j 
9 g ‘ o} "e e enlarged 1 } de that the 
1] =T> S } ePPeTS T ¢ cr ns St I a] SOM 
» 7) hat the n of the securities of sucl : mig 
ng on the mw S f 1 es |} S]}) sored I 
‘ hig } ec . vY sponsored « Nie. } ‘ lepay fy 
f g et] is © ONTE of suel e] ‘ 1 se 
‘ 1 #T ? q*4 1 ive } rig ‘ j t the ~ sé ‘ t 
Phere e { I ot I } I t ‘ ner: } } f de res 
ed IT he Di l ta Os of ‘ l , a t a4 ny 
} e «de his } since the securities ould undoubtedly 
}> ed rn nstitutiol estors } ire sopl sUl¢ ed an l yviedgeahbie 
d eed ti degree of prote n tl vould be pprop. e for publ 
offered securities ‘ sue ed compa! 
re ‘ eq if SO¢ ons © l 17 recog! es Tl 
lec of ea ( , y ‘ nm (bh) that 
The on ( I niSsSiol 1} ve exempt, st 
this exemption is not a com} ll empowered 
ose SU nditions as it may feel is necessary. If there happens to be 
1 registered holding company in a gi p of sponsoring utilities, then the joint 
wnsored subsidiurv is left subject to the imposition bv the Commission on ce 
ditions of the issuance of ts securities Here again t would seem that the 
neiple of the bill might be enlarged pre de that if the jointly sponsored s1 
! vis ofa cl 1etel eet ¢ the cond ons set forth in section 2 (a) (7) 
of t I t should be exempt fri the provisions of the Holding Compat 
Act re ting to subsidiaries of registered holding companies 


As I have stated before, I am not suggesting the creation of any regulator) 





zap The on of nuelear material will he supe ‘vised, as I understand 
it, in all its phases, by that bor most capable of dealing with the problem, the 
Atomie Energv Commission The operations of electric utilities using and dis 


tributing jointly generated energy will be continued to be regulated by the con 
missions to which they are already subject. Any companies handling electricity 
in interstate commerce will also continue to be subject to the jurisdiction of 


the Federal Power Commission. All publie financing of any project will be sub- 
ject to the securities acts, both Federal and State. In other words, as I under 


© 
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i the J posed b en enlarged in a nee \ eg 
dist b any esent pattern ¢ eou ‘ ( 
tion b ( ne 1111) ! 1 | 
\ xp ng ¢ ! n New England as w ~ ‘ I S 
a Y Vy pV he \ tilab \ ele ‘ v ‘ Ste v ¢ 
generated, or atomically gene ted The | Ne ing 


I ve to new prog 1 | WW ‘ ig 
é l ent of anv new sources of ( ri energ s 
e frac eS } are be vo fir ( } S ie 
}also atomic powerplants. It seems to me that the bill is step in the 
ward which we are all anxious to proceed, and therefore I recomme 
vou 
I appre e the opportunity to appear bef } | \ l 
t tha } nav be of some smal SSistance 


Mr. Lovenuix. May I elaborate on what I have stated so far? 


» , ‘ 
» nator | ASTORE. Yes, Vou yhay. 


Nha Lu LGHLIN. In 1950 thr re Was a great hee for the k (i I legis 
t iit Was passed by the ( Ongress at t it thine because the Stutes 
some reason or other were not properly ported by statutory 
to dequately take care of the public nterest. But sinee 19535 
State reoulat on has come ot ave, it has become biatured, a d 
g a good job. 
Wi hn state reg ilation I heard somet] hg isked this mor 1) oO 
mdards that the Sk ius that mavbe the States cl adn't lave, 
Ve n state regulation resent any uspiclon that our standards 
oe different than t SKE We believe that we are just 


rt as the people on SEC, 


7. ) 

\s exhibit A On that. vou Nave beeh conhrmimne appointments to 
{ 
i 


e Federal commissions that have been taker Prom State recul il 
dies. We are opposing duplication of State regulation. As ve 
ow, any duplication is expensive in the public interest. 
May I say in passing that our public interest is no different tha 
e public interest of the SEC, or any other Federal commission. 
1 


l think that to say that your State, fol eXalh} le, Is hot competent 
able to properly regulate the utilities in the State is an indictment 
f your State, and it isan indictment on all the States if anvone should 
iraue that the SEC is in a better position than the States to do it. I 
iy to you the proof is that since the end of World War IT the capacity 
f the ore nerating companies in our respec tive States has more th in 
oubled. And in order to double they had to 20 out and they had to 
ttract the capital, 
And I say to you that in my own State of which I can speak with 
creat deal of knowledge, that our companies have been able to at 
act capital at as low a cost as any State or any holding company it 
e country. 
You may be sure that the investment bankers, if State regulation 
it what it ought to be. would shy clear of any securities of anv util 
es 1n any particular States. , 
Chere are some States that haven't grown up as mu h as they ought 
it the present time because they haven't vot control of securities. 
| understand there is a provision in the law, just as there was in the 
Hinshaw bill on the Natural Gas Act. that where States haven't got 
jurisdiction, then the SEC shall take jurisdiction. That is as it 
hould be. 
| say to you that to take out from the Holdin o ( ‘ompal v Act the. 
ear material part of generation and not to take it all out is kind of 
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ridiculous because when you consider the fact—and you know, Se 


ator, in New England we are right at the end of the natural-gas pipe 
lines—if there should become a shortage of natural gas, or if the price 


of natural gas should come pretty close to what it can be manufac 
tured for, all the companies that want to can organize a company t 
manufacture was, using atomic materials for the veneration of stearn 
and th y are coing to need a lot of steam in the catalytic plant, 
they don’t come under the Holding Company <Act. 

What is right about that and wrong about the electric utilities? | 
want to say that IT was amazed one morning to wake up and find that 
hecause we had three companies in Connecticut who had the courag 
to pioneer in the development of atomic ene rey and who made a smal 
nvestment in that ae that they were now holding companies. It 
wa alway s my con ept that a holding company was some corporatio. 
that reached its tentacles out to grab up a lot of subsidiaries, and then 
impose their direction on these subsidiaries, both in the legal, engi 
neering, ace ‘counting. and other areas, and then charge them something 
for that and try to make a profit on it. 

Senator Pasrore. What you are actually saying, Mr. Loughlin, is 
that the situation that we are talking about here under S. 2643 is not 
in the category of those economic monstrosities that existed when it 
became necessary to pass the Public Utility Holding Company Act? 

Mr. Loven. Of course. I realize through the technical inter 
pretation of the law these companies do come under it. But we don’t 
feel that they should. As you know, in a State which isn’t as large as 
the Nation, we don’t have as many utilities to regulate as the SE¢ 
would have nationwide. Our utilities can come to us In an emergency 
As a matter of fact, I have been called out of hearings and been pre 
sented with an emergency requiring an answer immediately, and I 
have given the answer and they have gone home and that was it. You 
know what happens if you have to come down to Washington. 

Senator Pasrore. I represent a State in New England, and we have 
been concerned, as you know, for a long time with the comparative 
higher cost of electricity and gas in our part of the country for reasons 
that may be due to a situation that does not exist in other parts of the 
country. For example, transportation costs of the fuel, and the fact 
that we may be at the “end of the line.” What advantage would be 
afforded to the consumer in New England by the idea of encouraging 
a group of public-utility companies to interest themselves in one large 
steam-generating plant? Would that result in lower cost for elec 
tricity ? 

Mr. Loventrn. There isn’t any question about that. You know 
with the advancement of science in metallurgy they now have metals 
that can take higher pressures and higher temperatures than they 
could years ago. Asa matter of fact, a generating unit of 50,000 kilo 
watts was considered quite an accomplishment not too long ago. Now 
it is up to 150,000. The higher you can construct your unit, the lower 
the cost of the product becomes. 

In the face of rising costs, in the face of rising labor costs, the elec 
tric industry has been able not only to keep the price down, but in 
many instances lower than it was in the 1930’s. They are still paying 
for money for the unit, they are still paying higher labor charges. 
All their other charges are higher, but because of ‘the fact of this ad 
vancement in the science of metallurgy they are able to turn out 
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kilowatt today somewhere arouncd elght-tenths ot a cent wl ere it 


used to be 134 cents ana not too lone avo over YZ cents. It is in the 
public interest to permit the largest plant you can build. 

Now it just So hap pens that there are a lot of compan ies that can’t 
attract enough « ‘api al to build that kind of a plant. even if they 
had the ¢ a al to build that kind of a plant they don’t have the kind 
of load that would make it economical to use all of the product 


In Fae ut we have had to turn toa kind of a plan, whereby 
ompany, instead ot building ww VOO00 k low att pliant will build 
reer plant and then FO to the othe: comipal ies who also ne d add 
tional ake but not enough to vo oul into the market and to Oo Into 
debt for the kind of a plant that they want to build. 

So that we have a = arrangement up there now so that when a 


mpany needs to build L : plant, if will build th lareest plant It ¢ 
ne then the other anaes will contract for a certain amount of 
that production by years, and as the company which owns the plant, 


is its load increases, of course the loads of the other companies have 
vot to decrease, and then they arrive at a point where some othe 
company has got to do that. 

But some of our utilities pure hased : large piece ot property down 
on the shore, several vears ago, with the idea that with the way the 
population is growing, with the ine — demands on the part of the 
utilities for power, that some day would be necessary for all the 
companies in Connecticut, or most | of them at any rate, to jol intly put 
up a plant that would serve all of them. There are companies in 
Connecticut that will have no part of such a plan on account of coming 
under the Holding Company Act. They want to stay under State 
regulation. 

[ think the State of Connecticut can point with pride to the growth 
of our utility industry, to the ability to attract capital to the low cost 
of capital the utilities have employed, and to the low rates that we 
have in Connecticut. 

And let me tell you that [am not down here in the interests of any 
utility. And if they get any comfort out of what I have said it is 
because it is in the publie interest. 

Senator Pasrorr. Let me say this to you, Mr. Loughlin. As you 
possibly know, I took a very strong position on the natural-gas bill, 
and with all due re; — LO ‘those who were on th ie other side of = 
question, I felt that I was inipe led to take that position in the inter 
ests of the consumer, coming from a large consuming State. Then some 
people have asked me, “If you took that position, why are you a co- 
sponsor on this Potter bill? 

My explanation is that while I firmly believe in the Public Utility 
Company Holding Act—and I don’t think we ought to do anything to 
destroy the spirit or the objective of that act—we are talking about an 
entirely different thing here. We are talking here about allowing 
a number of already regulated companies to indulge in a community 
project which they themselves cannot undertake on their own, in order 
to generate heat and electric power more cheaply, thereby passing on 
that lower cost to the consumer. 

Do you, as a member of the Public Utility Commission of Connect 
cut, see it the same way 4 

Mr. Lot GHLIN. Exactly. It is the only reason I am here, Senator. 
I tried tomake that clear. I believe it is in the public interest to remove 
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these Ouipwhles \W ho had thre eouragve To pioneer, and who by force ot 


neces V have to 10 hn tou. ther to build a large plant whieh will lve 
the }) ly] iower Cost power, I believe that they should be removed 
from this Holding Company Act, particularly if [ may rep 
on 

Senator Pasrore. Not to remove from it. Should not be Com 
yelled to come under it. 

Mir. Loucuuir. Thiat isit. 

Senator Pasrore. I think unless we Suy that we Wey create the Wrong 


Impression, It isn’t a question of relieving anyone from the respons 


by lity, beeause this bill leaves those that now come under it stil] under 
t. It doesn’t touch them at all. If vou come under the Public Util 
ty Hold na ¢ ‘ommpa \ Act now: and you vel into this new activity, Vo! 
are still under it. 

Mr. Loveuntm. Yes.sir. 

Senator Pasrorr. The bill is clear in that respect. 

Mr. Lovucuiin. Yes.sir : 


Senator Pasrore. What we are suggesting hie re, is the mere Tact 
that a public utility COMpany ot now under the act should not per 
)) 


force be compelled to come under it 1f it vet into this activity be 


Cause that would serve To discourage the engagement in this project, 


Isn't that t | e position f 
Mi. LouGHLin. exactly. 


Senator Pasrorr. J notice they keep aving this sthe Potter Pastore 
bill. ‘J his the Potter pill On whi 1) Pastore Is only a COSponsor. 
Senator Porrer. | would like to comment on that. I am always 


] 


deliohted TO Win with Senator Pastore. We have ot late seemed i 


have joined forces on any things. IT am not embarrassed at all 
by the introduction of this bill. [can assure you that the intent of the 
le oislation. vi hether { sin its proper form, is something for the con 


mittee to decide, but the intent of course is for the public interest. | 
uum not carrying the cudgels for anyone. It seems to me—and IT an 
very frank with yvou—I am mostly concerned with section 4. [I knovy 
come companies that want to take on a research project at the urging 
of the ¢ rovernment for the peaceful uses of the atom. It seems to mi 
that that should not be thwarted by the Public Utility Holding Con 
yany Act. That is my purpose in the introduction of this bill. 

I am delighted to have joined with Senator Pastore in opposition tO 
the natural gas bill which I thought was in the public interest. 

The purpose of this hearing is to develop the facts as they are, so 
that there may be many changes that will be made in the bill. There is 
no pride in language. But so far I haven't been unconvinced that our 
purposes are not in the public interest. 

Mr. Loveuutn. I am olad to hear vou say that. Were you here. 
Senator, when I pointed out that these same companies that might 
come under the Holding Company Act in the nuclear generation of 
atomic power, or in the consolidated establishment ot a hydro or a 
conventional form of generation, that those same companies could 
eo into the manufacture of gas, using natural gas, too, partly, and not 
come under the Hold hg Company Act / It doesn’t make sense, 
adoes it / 

Senator Porrer. No. 

I am SOrry that I wasn’t here earlier this morning to hear your 
statement and the statement of the witnesses ahead of you. I had 
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distinguished Michigander that I had to present before anothe1 
committee. I hada dual job. 

Mr. Louenuin. My purpose in being here is to point out to your 
committee that State regulation is well qualified, competent, and has 
the necessary statutory law to do the same kind of a i protecting of the 
public interest job that the SEC has. And we have done it, in our 
opinion. 

Senator Pasrore. Mr. Loughlin, a position was taken here the 
other day to this effect: why should there be any hesitancy on the 
part of any public utility company to come before the SEC on a 

itter of this kind. It was said that after all, we—meanine the 
SEC—are concerned with the public interest, too, and we are inter 
ested in the consumer, and if there is a justifiable reason why they 
should be exempted then of course we will grant the exe mption. 

A very Import: int observation was made here yesterday afternoon 
after the meeting was rec essed, and I am going to throw the question 
out to you, Mr. Loughlin. I don’t know whether you are competent 
to answer the question. I am happy to see that Mr. Garrett of the 
SEC is here. While I don’t expect him to answer it now I do hope 

iat he will give it some thought. 

“Should an operating public utility company, which does not now 
come under the act, which owns electric and gas holdings, and is not 
now disturbed by the SEC because they do not come under the act, 
but becomes involved by owning more than 10 percent of the stock in 
a newly formed company for the purposes of building a steam plant 
on a community basis, be compelled to go into the matter of whether 
or not they should divorce themselves either from the electric hold 
ings or the vas holdings ? 

Mr. Loventan. That is a wonderful question and I would like to 
hear the SEC answer that one. 

Senator Pasrorr. Will you answer that question / 

Mr. Garrerr. Lam Ray Garrett, Director of the Division of Corpo 
rate Regulation of the Securities and Exchange Commission. 

If they are not entitled to any exemption under the existing pro- 
visions of section 3 (a). then section 11 (b) (1) of the act would 
require that they limit themsevles to a single utility system which 
we would take to mean either the electric or the gas business unless 
they could justify the retention of the additional system by meeting 
certain standards set out in the subparagraphs of section li (b) (1), 
which roughly speaking would require them to show a very substan- 
tinal loss of economies through divestment of the gas business, assuming 
the elec ‘trie business to be principal, 

If they qualify for an exemption under the provisions of sections 

(a) (1) or (2), which T presume would at the only two that might 

applicable in the example that you give, it is pretty clear in recent 

‘sions that the Commission would not require the divestment of the 
gas s business as a condition to the granting of an exemption, assuming 
that the gas business was something lke a third or less of their 
total ied 

The proportion is relevant and we do not know the exact figure 

hat would be allowed. 

Senator Pasrore. If IT were a director of that company IT would 

° ray home. That company, which is now at peace with the world 


| | T9HOZ9— 56 15 
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and itself, that has earnings 11 electricity and in fas and does hot 
prese tly come under the Public Utility ( OMpany Llolding Act, the 
minute they get Into a community project, in order to build a gener 
ating pl mit, In order to give their electric Consumers cheaper ele 
tricity, the minute they make that step then automatically they have 
to WOrry about whether they have to divest themselves of one holding 
or another. Is that a fact / 

If that isa fact, I can appreciate the apprehension on 


t} ? 


some of these 


the part of 


eople. 

Nir. GARRETT. Whether they have to worry and how much they have 
to Worry dep (| Upon the extent to which they quality under Sec 
tion pied 42) or (2) tor an exemption, and under which of those 


two they miieiit quality. 


Senator Pasrore. But there is son thing {tO Worry about. 

Mr. Garrerr. Maybe (nd it may not be, sir. 

Senator Pasvrori I wanted that on the record. 

Mr. LouGHLIN. As a matter ot fact. Senator, I recommended to 
one company in Connecticut that they stay out of this nuclear plant 
up there because they are a combination gas and electric. And they 
are doing a good job. 

Senator Pasrore. As to section 5, I have been asking myself wha 
harm is to be anticipated if you have a legitimate reason As wn 
exception ‘ You go in and state vour position. The Pe, eo. ana 
yout commission, are not out to destroy aly ve and injure 
the public interest. I asked myself what harm is there to go in/ 
If you have a legitimate case you can get an exemption. It was 
pointed out to me yesterday that this is the harm: The minute you 
go into SEC you are courting trouble for the simple reason that what 
you now have you might have to jose, get rid of, or spin off. I am 
askit Oo that question of the SEC. That question should be cleared 
up on the record, 

Mr. Loveuum. The SEC or ani other Federal commission cat 
eause a lot of heartaches to any utility because of the fact you don't 
talk to the commissioners or the first echelon. You LO down the line. 
And depending on whether the man has words of love in his mouth 
that morning 

Senator Pasrore. A lot of people say that about you, too, You are 
al regulating hody, a lso. | ain not moved very muc h by th: At. | have 
heard the same thi o about you fellows. 

Senator Porrer. You don’t want to compound it. 


Senator Pasrorr. No one likes to be reculated unless it becomes ne 
essary. I hi: urdly | welieve ¢ anyone likes to be reoulated, 

Mr. Garretr. I — like to amend ny answer to the point of 
making it clear for the record that it has—I am reminded that it would 
be more accurate to state that the Eameien has held consistently 
that compliance with section 11 (b) (1), which is the one that causes 
this problem—is not a condition to the granting of an exemption under 
section 3 (2) (1) or (2), and that the question as to the proportion of 
as and electric has arisen in the eases related to the question ot 
whether the applicant Is saeninanitis il public utility. 

That may not be meaningful without relation to the cases that I 


have in mind. I think the general effect of my answer hefore is still 
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eorrect: There nay or may not be problena, depending [pol 
circumstances. 

Senator Pasrore. Let me ask you another question. You can erant 
an exception on condition that certain reports be filed from time to 
time. Is that correct 4 

Mr. GARRETT. Yes, sir. 

Senator Pasrore. Therefore, you do retain jul sdiction Is that 
correct ¢ ‘Toa limited extent you are retaining Jurisdiction 4 


Mr. Garrerr. Yes, st 

Senator Pasrorr. As lone as you retain Jurisdiction, it means that 
in exXelyp ted company comes under the law. 

Mr. GARRET?. Only to the extent that we have reserved the yur 
diction. 


Senator PASTORE. I aim a lawver, too, | don't know about {| if 
Phis is no reflection on you. We are just trying to measure this in 
terms of what the potentialities and the likelihoods are, Whieh | think 
Is very Mportant, I have been surprised and concerned with the 
argument that we don't want to vo before the SEC, Personally, | 
like the SEC. 1 think it does a good job. It does a marvelous job 


in the public interest. 

Mr. Garrerr. Thank you. 

Senater Pasrore. Tam in coniplete accord with the purpose of the 
Public Utihty Holding Company Act. L think it provides a pro 
tective ser\ ice to the people of this country. | don't beleve we ought 
to do anything to disturb that service. Because of that | have in 
quired as to why there is reluctance to go before the SIC, and the 
answer | vet is that some conipanies Wet he jeopardizing themselves 

point where they might have to spin off some of their assets be 
; have you mM here 
now, that is where you are, and we think in the public interest you 
cual to vet rid of your gas hol lings.” 

Phat could happen. And as long as the likelihood is there I sup 
pose the fright is in the hearts of some of these people who feel thie 
need for section 5 of this’ bill. Somehow that matter has to be 
straightened out. 

Mr. Garrerr. I think in part, sir, that your reference to the fact that 
we might say that in the public interest the ‘v might have to get rid of 
the Was, assuming they did hot qualifs for an exe miption under seet ion 
> (a) (1) or (2), relates to the philosophy of the Congress in adopting 
the act that it is prima facie 

Senator Pasrore. But why aren't you doing it now’ The fact is 
that you are not doing it now because the ‘vy don’t come under that juris 
diction. They are now controlled by the Federal Power Commission 
li in interstate commerce or controlled | V the onal supervisory au 
thority if the *\ are in intrastate commerce, 

The reason they are reluctant to come before vou is beeause they 
are afraid that they may be opening up a new matter which is not now 
being raised. That creates the reluctance that the y are t alking about. 
Iam not vetting into whether or not the reluctance is just ined, or what 
the merits of each case night be. Tam only vetting Into the matter 
of jurisdiction here. That is all I am discussing now, the jurisdic 
tional part of the question, 





cause some hew Comission nieht say, “] 
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o}t 


— 


I believe that if there should be further amplification of this it ou 
to be made on the record. 

If automatically SEC would grant the exemption, why should they 
not go before the SEC / 


It is no more difficult than to vO before the FPC. They are bot 
governmental agencies, They have raised this question. They should 
ive a covernmental answer, To me 1t mé akes some sense. 


Mr. Loucuir. Thank you. 
Senator Pasrorre. Our next witness is Mr. John E. Corette. 


STATEMENT OF JOHN E. CORETTE, PRESIDENT, THE MONTANA 
POWER C0., ACCOMPANIED BY ALLAN SMITH, GENERAL COUNSEL 
OF THE PACIFIC POWER & LIGHT CO. AND PACIFIC NORTHWEST 
POWER CO. 


Mr. Corerre. I have with me Mr. Allan Smith, the general counsel 
of the Paeitic Power & Light Co., and Pacific Northwest Power Co. 
Could he sit Land with me at the table ? 

Senator Pasrore. Certainly. 

How long will you take? 

Mr. Correrrr. I would think I could cover the statement plus supple 
mental remarks in 15 or 20 minutes. 

Senator Pasrorr. The reason for asking the question is not to de 
prive you of the opportunity to make a full presentation because we do 
want a full presentation, but as you noticed, much of this becomes 
repetitious after a while. It should all be in the record of course. 

Mr. Corerre. This, I believe gets into a pretty much new phase of 
the picture because it is all hydro. 

Senator Pasrorr. You may present as elaborately as you like any 
thing that is new. 

Mr. Corerre. When we reach parts that have already been covered 
I can either skip them or brief them. 

I appear here on behalf of Montana Power Co., which is our own 
company, and also on behalf of Washington Water Power Co., 
Pacific Power & Light Co., and Portland General Electric C 0., be 
cause those four companies are the owners of Pacific Northwest Power 
Co. 

We held a meeting about this hearing and concluded that if eacl 
isan presented a witness, it would be an unnecessary duplication 
for your committee to listen to, and that it would save time and give 
you the whole story if it was presented by one witness. 

In addition I would like to suggest, as background for considering 
this statement, that our feeling now and at all times has been that 
our Pacific Northwest Power Co. had one primary interest, and that 
was the interest of the consumer, as evidenced by these very simple 
facts: As we get into this statement we will talk about Mountain 
Sheep and Pleasant Valley projects on the Snake River. Mountain 
Sheep and Pleasant Valley will produce aproximately 4 billion kilo 
watt-hours per year. The difference in the cost of that power by 
doing it through Pacific Northwest Power Co., with the financial 
setup which we would present to the regulatory commissions, and by 
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doing it through any one of our own companies, is a mill and a half 
per kilowatt-hour or a total saving to the consumer—and that is 
exactly where the total saving goes—of $6 million per year to the 
consumers of these 4 companies. 

If we had a 50-year license from the Federal Power Commission, 
and you multiply that 6 million by the 50 years, you get a saving to 
the consumers over the life of these projec ts of $300 million. 

So we feel that the real benefit here is a consumer benefit. 

When we go over to the other side and look at the stockholder’s 
interest we find that the stockholder is in exactly the same position 
is he would be if he had invested his money in his own system, be- 
cause all he can hope to get out of Pacific Northwest Power Co. is 
.bout a 6 percent return on his stock. 

Each company will own approximately $7 million worth of stock. 
So if you had a 6 percent return you would have $420,000 per year 
for each of the four companies, or about $1,700,000 a year in div ide nds. 

That is just what they would make if they took the money and put 
it into their own system. So there is no greater benefit to the indi- 
vidual companies which have formed Pacific Northwest Power Co. 
by reason of doing that, than there would be if they had invested the 
money in their own property. 

Another thing: If we had to build small projects instead of these 
large projects on the Snake River, the cost would be even far greater 
and the saving, the lost saving, more than a mill and one-half per 

dlowatt-hour. 

So again we think we have something here that is of vital im 
portance to the consumer. 

Senator Pasrorr. That may all be true but you could accomplish 
this if you went before the SEC. What is the objection to going 
before the SEC? That is the issue before us. 

We realize that the combination of these things might inure to the 
benefit of the consumer and no one seriously disputes that. But after 
all the SEC is not saying that we shall not ever allow you to get into a 
community project. That is not the question. The question here is 
why don’t you want to go before the SEC? I hope that you will de 
velop that for the rec ‘ord as cle arly as you “possibly can. That is the 
issue before us. 

There is no one here saying that you shouldn’t have the project. 
After all, you can apply to the SEC and accomplish the same thing if 

you were willing to come under the Public Utility Holding Company 
Act. 

The question is, Why are you in favor of this bill and what harm 
does it do you unless this bill is passed? That is what I ane you will 
emphasize as well as you can. 

Mr. Corerre. We certainly will. Iam the director that you t: _ 
about a moment ago, who represents a company that has a part of 1 
business in the gas business and a part in electricity, and whom on 
said would leave town if you were such director. 

Senator Pastore. Do you now come under the Public Utility Hold- 
ing Company Act? 
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Mr. Corerre. No. We will develop that fully in the statement to 
1IOW VOR W at the effect 1S. 
Senator Pasrore. | hope you will concentrate on that point so that 


‘ | ’ } 
the recor wont be Too mue contused as to the issues Involved in thi 


Mr. Corerre. We certainly will. Thank vou. 

My associate here tod LV Is Mr. Allan Smith, of Portland, Oreg., of 
he law firm of Smith, Gray, Ihill & Rodgers. 

Mir. Smith is gene! 1] counsel of Pacific Power & Light Co., and also 
Pacitic Northwest Power Co. 

My name is J. I. Corette. I live in Butte, Mont., and I am presi 
dent and ore eral man ivel of the Montana Power Co. I am also Vic 

esident ly d rector of Paertie Northwest Powe C'o. 
I was born and raised in Montana and have spent al] of my lite ther 
KCeDHI fora few veal wh le | Was uway al ‘hool. 
I am appearing here because I feel that the amendments contained 
n section 5 of S, 2645 are of the utmost Importance in assuring ade 
(| ite development, both hydroelectric ind steam, not only in the 
Pacific Northwest but thro ohout the Nation. Most of i testimony 


will relate to the Pa ‘ihe Northwest Area, with which I am particu 


larly t+} 1 | i} 

! 1: 1 

| tarena as I refer t tis shown on the map preceding the title 
yce, If vou will tim just inside the cover vou w 11] see the map to 


which I refer. It includes the States of Washington and portions 


of Oregon, Idaho, and Montana. Existing hydroelectric and steam 
electric developments are shown, as well as hydroprojects which are 
under construction o1 the planning stages. 

We believe that that map may be quite useful to your committee 
hecau e we think it i absolutely ip to date, 

P fic Northwest P er Co.: Pacific Northwest Power Co. was 
Ors ed } 194 te if pul pose ot develop ho power resources To 
help supply the almost far tastic demands for power in the Pacific 


Northwest aren. The capital stock of Pacific Northwest Power Co. is 
in iting utility companies, the Wash 
noetor Wate) Powe} ( hes Prec fie Powt I’ & Lui: hit 0: . Portland (7e) 


eral Electric Co... and the Montana Power Co 
These 4 companies supply electric service to some 773,000 cus 
! i . 


tomers in Oregon, Washington, Idaho, Montana, and Wyoming. 
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None of these companies is a holding company at the present time, 
but unless the act is amended each would become a holding company 
if Pacific Northwest Power Co. should construct and operate a hydro- 
electric development. 

The Northwest power pool: All of these companies are members of 
the Northwest power pool. The pool is an informal voluntary organi- 
zation. It includes the Federal plants on the Columbia River and 
its tributaries, the cities of Seattle and Tacoma and their plants, 
Puget Sound Power & Light Co., Utah Power & Light Co., Idaho 
Power Co., British Columbia Electric Co., and the four companies 
owning stock in Pacific Northwest Power Co. 

Kach member directs its own generation and transmission system, 
but in such manner as to harmonize with other members of the pool. 
The integrated operations provide better service for the customers 
of the members and permit the area to derive a great deal more firm 
power from the combined resources than would otherwise be available. 
The pool is one of the outstanding pooled operations in the United 
States. 

National power requirements through 1975 will increase at an 
average annual rate of 5.3 percent: Before taking up the future 
requirements of the Pacific Northwest, I should like to discuss briefly 
the power requirements of the entire country in the years to come. 
The chart on the following page shows those requirements. It covers 
the period from 1920 through 1975. The figures through 1954 are 
actual figures and those from 1954 through 1975 are estimates by the 
Federal Power Commission. 

A table showing the exact figures appears at page 237. The FPC 
estimates show an increase in average annual energy from 53.8 million 
kilowatts in 1954 to 162 million kilowatts in 1975, or an average 
annual increase of 5.3 percent compounded. Here you will see a 
forecast compiled from the studies of the Federal Power Commission. 

Mr. Branch mentioned about six studies. This will show you the 
Federal Power Commission forecast. If you will look at the end of 
1955 you will see that there was about 510 million kilowatts of in- 
stalled capacity. And by the end of 1975 that goes to about 160 mil- 
lion, or 3 times as much, the increase doubling in the next 10 years 
when up to 1965 it is up to 110 million kilowatts. 

That would show you the type of future power requirements that 
exist according to the Federal Power Commission studies. 

(The document referred to above is as follows :) 
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UNITED STATES ENERGY REQUIREMENTS 


50,000 


DATA FROM FEDERAL POWER / 100,000 
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# +-50,000 uu 


AVER 





YEAR 


Mr. Corerre. The same situation exists in the Pacific Northwest. 
Phe figures on which the chart on the next page is based were taken 
from the Eighth Report to the Pacific Northwest Governors’ Power 
Policy Committee and show peak load and dependable capacity in 
the area in which the Northwest power tool operates, 

It covers the period from 1956-57 to 1966-67, and shows that the 
dependable capacity in a critical water vear is insufficient to meet 
the estimated requirements in each year covered by the chart. And 
that chart is on the wall here and gives you a little bit better idea 
than the one in the hook because of its SIZe, The blue is the capacity 
and the vellow isthe load. Yousee a shortage in every year. Immedi 
ately you may wonder how it is being supplied now, It is being 
supplied now because the water is better than normal water. At this 
time, if we do have adverse water or dry water in that area, there 
is a power shortage in the entire area, And it continues according 
to the forecasts all through the years, and this forecast is based on 
the Government’s committee from that region. 

Che figures shown include steam units as well as hydroelectric de 
velopments in all of Washington and Idaho, and parts of Oregon, 
Montana, Utah, and British Columbia, and are based on existing 
us scheduled 


~ 
rh March 1966. 


facilities and scheduled additions to existi (r plants, 


he Ww plants (1) expected to come into operation throu 


\ table show Ing the peak load, dependable capacity, ind annual defi 


, } 1 j ; ‘ ~) 
mencies which are Cepicted on the chart 1s set forth at page 
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Be ‘Inde only: (Aa) Federal projects for 
te for initiating construction: (b) lleensed 


projects of non-Federal entities: and (¢) projects not requiring Fed 








era? const! tron funds or Government license but which wre definitely 
. ( leq Hy | spo ~ Lyle pot ~(] 
Phe document referred to above is as follows:) 
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Mr. C ORETTE., We think this chart Is cleal and Nias he helpful lo 
the committee. 

A list of additions to the existi 9 plu ts and thi scheduled new 
rylants covered by the chart. showine the « Lpacity thd the scheduled 
lates for completion, appears at pages 5 and 4 of the appendix. 

Phe chart is, you will note, based on dependable capacity in a eriti 
Cal Water Vear. Ko the nren covered by the report, the critical year 


s 1936-37. Phe ca po ndable capacity of a system Is the amount of 
h ean be carried on it, so the report really shows the amount 


id which could be carried by the plants involved in a year in 


4 


which water conditions on the -ystelh were sinuilar tO Water condi 


Potal resources of the four companies are insufficient to meet esti 
mated combined load: This brings me to the situation facing the 
four companies which organized Pacific Northwest Power Co. In 
discussing available resources of the companies, I shall use figures 
for dependable capacity in a critical water year. The total dependa 
ble capacity of the present hydroelectric plants of the four companies 
Is 1,544,000 kilowatts. In addition, the companies have steam plants 


pa ative 
ot be included 1h) the Hol 
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tots il e: Ap ac ity of 2d! 
high P riced pow 


the four compatites 


The 
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e | 
Sulliciet ‘po ! pi ntly wWailable fron st un pl nts and fror 
cst from. Bo ineville Powe) Administration and from. ot ! 
bers OF Chie Northwest Powel Pool to meet a deficiency Ot 0.000 
imowatt 
I his defi enc will Increase quite rapidly, howeve r, and pure! I 
from Bonneville will decrease because power scheduled by Bonnevil 
I te comp ( subject to. ( wal the demands of pret 
( 1 ( e)} he) ( nd that ce na Here }uUSt { 
(i eA igvenerall Ltt INCreASE 
_ tor Pasrori Will ve | exXpia Lhe What do vou ht 
ete e customers 4 
Mere re. Under the Federal Power Act—here it app 
i Bonneville Power A¢ L pl Lore ib 
! call \ ul Wty. L | ere ( lt 
titier purchase por from ¢ ent pre 
i i i 
that anv privat itv can pureh that ] eC] 
\ Vii ! happened | the No} 1h { { bo ] ( l 
( { { i¢ ip} 1 \ L Uitte O-Cal co L)t OF ( \ ! 
with t ompal Oregon and Washineto ‘O-vyenwl on 
[S t¢ Ipply whatevel rplu ft W) have itte) 1 ne f tots 
eC ements of { publie agencies 
| requirements of the nile agenel Onst 1\ ! 
ev increase the } oOwel { il , Suwa tr th } | l t¢ Oompa e 
delivered to the public LMeNC le 
\) d because It IS TaxX free power, ll is Ve y low ‘Ost po ver. 
Phe forecast by everyone Is that in the next 10 to 15 veat 16 
1 be no Bonneville powell left for the P! vate utilities and tl \ 
Hh] ive to su ply powel from the r own sources, bee ruse Bon evil] 
por will all be utilized by the public agencies, which, under tl 
reverence clause, are entitled to it. Is that a sufficient explar tio} 
oT that ¢ 
sel — oe lL wouk | like to vet a little more elaboration 
I} st pul tem AGeNCTES that | yu this power, to W hom do they se]] it , 
Mr. Cort ; They sell it to the public, to the consumers n thei 
rea. 
Senator PAsrore. And to whom do you sell your power ¢ 
Mr. Corrrre. Exactly the same thing. To the consumers in our 


rea. 


‘ ] 
winter is 310,000 kil 


estimated peak loa 
1 

ear is only 1.344.000 

hvdroelectric resour 

n. And voi ee that « 


1 
litv beine bl ie, the 1 


s supplied by Mountal 


For ex: imp le thee itv 


powerplant is operated by 
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of Tacoma is a preference customer. 
the municipality. They buy that 


hayes itts. This steam power om 
Crs > he ld emergency reserve, ana will 
ives which 1 shall oive Tor resoures ro 
1 of the 4 companies combined for tl 
watts: since the dependable capacity 1 
kilowatt s. the deti lency, takin gr into 
‘es only, is 966,000 kilowatts, or almost 
mn the chart which is now onthe wall. Tl 
equlre ments ben oO vellow, and the red 

NH Sheep and Pleasant Valley when the 


The 


power 
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and sell it to people in the city of Tacoma. Washington Water Power 
Co. serves Spokane, Wash. The »y sell to the people in Spokane, Was! 

But the people in Tacoma have a preference over the people 
Spokane. 

Senator Pasrore. In the same State? 

Mr. Corerre. In the same State. 

We consider it the most serious situation in the public-private pow 
er problem in the entire United States of America, because 80 pei 
ce of the consumers are served D\ rivate power companies, Aj 

‘ic agencies. Consequently 
percent who are served by tax-free en age neies vet a pre feren 
over the other 80 percent who get their power from taxpaying privat 


COMMpPANIeS. 


} 
i 
} 
i 


: > 
OnIV ZV percent et power from pup 


It isa very interesting situation. 
Phe companies have, of course, made load forecasts over the year 
id have kept them up to date. The latest forecasts show a stead 


mcrease, averaging 3.8 percent wid year compound led. which is Co 


derably more than the estimated increase nationally. Figures show 
ne the estimated ya are load for ZU vears are shown on the chart on thi 
hext page hese show an iInerease from 2.310.000 kilowatts in 1955 
56 to 6,944,000 kilowatts in 1974-75. 


The charts also —— tne de pendable capac ity and dlefie len 1 
by vears, for the 20-y * pe riod. A table at page > of the append 
contains t! Sanaa 

(The document referred to above is as follows:) 
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Mr. Corerre. Four companies are actively engaged in increasing 
yroduction. IF aced with these problems, each ot the ovinipiatsioe has 
been constantly searching for new hydroelectric projects which it 

mild develop. The Washington Water Power Co. is constructing the 
Noxon project on the Clarks Fork of the Columbia in Montana, un 

r license from the Federal Power Commission. 

Portland General Electric has a license for the Pelton project on the 
Deschutes River in Oregon. 

In addition, Portland General Electric has filed an application for 
cense for the Clackamas project on the Clackamas River in Oregon, 

e Montana Power Co. has applied for a license for the Cochrane 

ject on the Missouri River in Montana, and Pacific Power & 

rit Co. has filed a license application for the Swift No. 1 and No. 
projects on the Lewis River in Washington. 

Pacific Power & Light, Portland General Electric, and the Wa 

oton Water Powe r Co, are ‘ipesrrened nevotiating for contract mehts 

aD proxim: ate ly oo percent of the power to be produced at Priest 

ipids on the Columbia, which is a hydro project being built, or to 

built by a public agency, for “hich the Federal Power Commission 
' has been issued to Grant County Public Utility District 

in ally, the Montana Power Oroy and Pacific Pe wer & Laoht Co. 

ve 20-year contracts for the purchase of power in Montana from 
Bonneville Power Administration. 


Phose contracts are meluded in all these studies beeau 1 Mo 
are very few so-enl] ({ public agencies With pre rerence., as | 


thought that the Montana power venerated at Federal ee 
| not be required by public agencies, that their load just will not 

be large enough. 
In determining the resources available to the four companies, as 
own on the chart, and in the table at page 5 of the appendix, all 
the above resources were taken into account, with the figures as 
to dependable capacity being increased to reflect added « apac ity at 


the times it 1s estim: ated the various projects will be pli aced in opera 
tion. 


‘ 


ven on that basis, the deficiency for the four companies in depend- 
able capacity for 1958-59 would be 1.321.000 kilowatts in 1958 ry 

Mountain Sheep and Pleasant Valley would go far toward relieving 
tuation. Investigation of possible sites had disclosed that the 
Mountain Sheep and Pleasant Valley sites on the Middle Snake River 
were among the most economical remaining major sources of power 
ivailable to private companies on the Columbia and its tr ibutaries 
hese projects are located downstream from the Hells Canyon site 
ind above the mouths of the Imnaha and Salmon Rivers. Pleasant 
Valley would back water to the Hells C anyon site. It was estimated 
that the two projects would develop over 1,000,000 kilowatts and 
would cost around $140 million, excluding : any transmission lines. 


MwL.VA Pt tl 
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No single company required this amount of power and it Would 
ot have been feasible for any one company to finance the project 

Bety een them, however. the four companies would have need for 
the power and would contract to purchase all power and energy gen 
erated at these projects at a figure which would e nable Pacific North 
west to meet its obligations and pay a return on equity. 

With these contracts Piru lic Horthwest ean finance the CONSTL LE 
tion of these projects on a basis of S85 per ‘ent debt and 15-percent 
equity, with a resultant cost per kilowatt-hour delivered of approxi 
nately 3.5 mills, 

i is compares With a cost ot approximately »> mills if constructio: 

ere financed on a 60-percent debt and 40 pe reent equity basis, on 
saving of approximately 1.5 mills per kilowatt-hour delivered. 

The Bruces Eddy at d Penny Clitls sites on the Clearwater Rive 
n Idaho also were investigated. 

It Wiis dee} led that a corporal On should be formed to make a de 
tailed Investigation oF these four site and Pacific Northwest Powe) 
Co. was formed for that purpose. 


Pacific Northwest Power a obtained a preliminary permit for 
the Bruces Eddy and Fen v Cliffs sites. 

Penny Cliifs site v slats r elimin: ee from the preliminary permit 
Possibl develop ent “of the Bruees Eddy site depends on further 
developments, as th Kec ral Government is interested in this site 


e flood control reset ‘VOIr. 

ion by Pacific Northwest Power Co. for a Federa | Powe 
tei On license for Mountain Sheep and Pleasant \ Valley Is pend 
Ing before thr Commis 5] yh), lf a lice nse should be oT unted without 


undue del Ly, 11 is estim: ited that the pl ants coulk | be p laced Ih Oper: abio) 
by 1959-60. 


asa possibl 
if 


This would reduce — leficiency in dependable capacity to 131,000 
kilowatts and the deticien ‘\ woul be further reduced | Dy ice plants 
coming into operation in 1960-61 so that the deficiency in dependable 
Capacity mn that water year would be only 37,000 kilowatts. That 
deficiency woul l, wwever, 1nerease steadily and hew sources ot powel 
would have to be prowzh into ope ration by 1965-64. 

Construction of Mountain Sheep and Pleasant Valley would not 
only relieve the situation so far as the four companies are concerned, 
ont since these plants are not taken into account in the report to the 
Governors’ Power Policy Committee, they would go far toward 
lieving the situation in the entire Pacific Northwest area. 

Meet ing the needs of the area requires $3 billion in the next 10 years 
The cost of the facilities necessary to meet the needs of the Pacifie 
Northwest area, as shown on the map, for the next 10 years is estimate? 
at approximately $3 billion, or an annual average of about $300 mil- 
lion—almost $1 million each day. The chart on the following page 
shows the estimated requirements for the 10-year period. 

(The document referred to above is as follows:) 
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Vir. Corerre. The total Federal : ap propriations in the Pacifie North 
st area in the past LO vears for projects produc Ing power, ne luding 
he nonpower fe matures of the projects, amount to approximately p1.2 
Ilion. or only about L() pereent ot the dnount needed for the next 
i? years. 
It is clear that to meet the demands of the coming decade will 


quire maximum partic Ipation by pr IV: ite compan es. Sucl 1 partie pa 


on will materially reduce the power deficiencies of the area, and will 
result, ina direct and material saving in the Federal budget. 
The problem is iationwide. The iia siteadlnn undoubted], 


‘ists In other areas, including areas which are principally dependent 
on stenm plants. It is axiomatic that large steam plants result in 
lower cost power than small ones, but such plants are too costly fon 
iny but the larger companies to build alone. Mest of the private 
tilities are small companies. According to statistics of the Federal] 
Power Comission as of December 31, 1953 (the latest figures avail 
ible), 80.5 percent of these companies have an undepreciated electric 
plant account of less than $150 million. 

Such companies cannot build the larger projects, whether steam 
Di hydroelectric. Unless these ( ‘companies jon toge ‘ther to brik power 
plants, private utilities will be unable to make their maximum con 
tribution. The only feasible method, as I see it. is for them to form 
venerating corporations just as the four companhtes have formed 
Pacific Northwest Power Co. 

Knactment of S. 2643 will remove obstacles to necessary construc 
tion. It is my opinion that unless the Holding Company Act. ts 
amended substantially as proposed in S. 2645, many private com 
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panies will refuse to outa 378 ‘in such developments with the re 
sultant loss of essential generating ec apac itv. Tam satisfied that unless 
this or some comparable amendment is passed, Pacific Northwest Co. 
cannot procesd on the prese nt basis. While other witnesses will dis 


CUSS thie >» propos ed amendment in detail, | see ho reasoh W hy auniy com 
ae VW hie h com) P 1} eS swith the provisions of section o 5 DOA § shoul | 

» force | to become a holding companys solely | eCaAUSe t holds voting 
securities Ina generating company. 

The conditions for ext mMption, laid down in section 5, are: 

|. The generating company could not own any distribution fa 
ellities. 

”». The companies owning the evenerating-company stock must be 
electric utility or holding companies operating inan area within which 
the energy produced can bee ynomically and feas bly transmitted, and 
their facilities must be interconnected with the facilities of the gen 
erating company. 

All energy cenerated and sold by the weners ating ee must 


be sold to the companies owning its steck or to the U nited S tates, 
a State, or any political oe or instrumentality thereof. 

t. The issuance -s ecurities by the generating company and | 
each electric utility or he ling g¢ company owning its stock must be m4 


ject to the jurisdiction of a State commission or an agency or instru- 
mentality of the United Siahes. 

The Holding Company Act was never intended to apply to com 
panies like Pacific Northwest. It was never contemplated that the 
Holding Company Act of 1935 should apply to such a company and 
the reasons which led to the enactment of that act do not apply toa 
company complying with the provisions of S. 2645. 

It was not the purpose of the Holding Company Act to prevent 
Col mpanies joining together to build generating facilities which none 
of them could build alone. 

The purpose of the act was to subject to regulation a company which 
by a small stock investment controlled subsidiary electric utility com- 
panies which themselves distributed power. ‘T hat situation could not 
exist under S, 2643. The situation is exactly opposite. 

So far as securities are concerned, each of the stockhol ling com- 
panies and the generating company are required by S. 2643 to be 
subject to the jurisdic tion of a Federal or State commission, 

So far as Pacific Northwest Power Co. is concerned, its securities 
and those of each of the four companies would be subject to the juris- 
diction of such commissions. 

The only purpose of Pacific Northwest Power Co. is to provide 
economical power and energy for the four companies and for the area 
in which they operate. 

Finally, if any one of the companies should itself build either 
Mountain Sheep or Pleasant Valley, or both, it would not, by reason 
of so doing, become a holding company. There is nothing in the plan 
for the construction of Mountain Sheep and Pleasant V alley by Pacific 
Northwest which requires a different result. 

Conclusion: In conclusion, I wish to reiterate that, in my opinion, 
the passage of S. 26483 will encourage private development of badly 
needed electric energy on a large sc ale, without opening the door to 
any abuse of the principles underlying the Holding Company Act. 
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| do wish to express to the committee and its chairman my appre 
ition of an opportunity to appear before the committee and explan 
he situation as I see it. 

senator Pasrore. We will have to leave temporal ly In order to 
ote on the floor. 

(Whereupon, a short recess was taken.) 


APPENDIX 


l ited States Energy Requirements trerage Kilowatts 





ear Requirements | Year—Continued Requireme 

1920 eau _. 4,500, 000 1940 16, 000, 000 

4, 200, OOO 1{)41 18, SUO, OOO 

5, OOO, OOO 1942 21. POO, OOO 

_...{. 9, 800, 000 1943 24, 900, OOO 

= 6, 200, OOU 1Oo44 PD, SOO. OOO 

. 7, 000, GOO 1945 2, 400, OOO 

¢ ; 7. 900, 000 1946 25, DOO, OOO 

1027 . a S, GOO, GOO 1947 PO OOO. OOO) 

1928 a 9, 40K), OOM) 14S oe, OOO, OO) 

poe 10, 500, OOO 1949 sep $91) (MM) 

20) : _ 10, 400, OOO LOO 27 Gf OOo 

1931 10, 000, O00 151 2 BO) () 

1oO8v =“ aes 9, OOD, OOO 1952 : to, POO, OOO 

1933 : 9, 300, GOO 193 SO. FOO. OOO 

134 10, OOO, GOO 1OD4 53. $00. OOO 

135 : 10, 900, O00 1960 85. HOO. OOK 

10386 . 7 12, 400, OOO LOG 109, 200, 000 

1937 ats 13, 600, OOO 1970 133, 900, 00 

13S ' 13, OVO, OOO LOTD 162, OOO, OU 
1939 14, GOV, OOO 

NoT! The above energy requirements for the United States, in average kil 

ts were calculated from tables in the following reports by the FI’ 120 

h 1954, Consumption of Fuel for Production of Electric Energy, 1954; 1955 

igh 1975, Estimated Future Power Requirements of the United States, dated 

October 1955. 


Peal load, de pe ndable capacity, and deficiencies - adve v¢ rater, Pac fi¢ 


Water year Peak load epee! 1) 
) un ; i 
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] ) i j yi 
1 nn 1 ( 7 
12. 211. OK ( 
12. & ( 33. (MM \ 
13. 450. 0 ( 
} 14. 136. O14 
14. ROS. OOK 13 &64. 000 1004 ( 
1 wy 1 ¢ 
178. OOM } Wn 
6G r vere tal fy ' | ‘ Rep . 
) f ] } ] t Y 
I} peak loa 1d ll pit 
| »< Governo I rt, incl I t in W 
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} ad, depoendal pacity he picier ( the | i’ , 
(ono Pac i’ a& Lit f ¢ / f ne I ( 
} Pe ('¢ 
| ( 
Ix 
Senator Pasrorr. Will you proceed, Mr. Corette / 

Mr. Corerre. You see from the chart a shortage of 1300000 kil 
tts by 1958-59. That is the fundamental reason for organi: 
Pacific Northwest Power Co. Pacitic Northwest Power Co. has L}> 
1) d to the Power ( ommiussion for a license to build on the Snake 
River immediately below Ileils Canyon two o large pcos devel 
opments. Phey have a million kilowatts of installed « pacity that 
I] cost about S140 million for the Lelislaniehe projects as with 
out the transmission. ( ey they are tat laregel (hah any one 


f these companies could build on our own, because we just wouldn't 
have the market for that kind of power. 

So in order to accomplish that purpose the four companie S joine “| 
together and created Pacific Northwest Power Co... and through 
have apphed for Federal Power Commission license. 

In addition to Mountain Sheep and Pleasant Valley, there are 
other projects in the general area being investigated by these com 
panies under permit from the Federal Power Commission, which 
light eventually reach the same position, but at the present time 
at is still something for the future. 

One other matter that seems to be of vital importance to us is that 
ot only to us but to the Nation as a whole and to Congress and to the 
taxpayers of the Nat ion because of the situat ion In ¢ Jregvon and Wash 

ngton with the growth of these public agencies from the 1930's to 
about 5 years ago, most of the construction was by the Federal Gov 

ernment. The maximum that the Federal Government has spent in 
the area, the maximum that the budget ever contained in spite of 
pressure to get more, Was something less than $150 million a yeal 

This chart, which you see here, shows the future situation. In the 
years from 1955 to 1962, or clear up to 1965, the Federal projects 
under construction will cost $817 million. You will note that in the 
highest vear, 1955-56, it is about $140 million a vear that the Federal 
Government will be spending. But in addition to that amount there 
has to be spent about $2,200 million over the 10-year period to supply 
the power requirements of that area. It is our thinking, and it has 


4} 
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been stated as I know you have seen in the press by the Secretary of 

e Interior, and by the ¢ thie fof Army Engineers, that there is no pos 
sibility of the Federal Government having the money to build all of 
those projects. Consequently we look at one of the advantages of 
this group cone togethe TY bake Pacific Northwest Power Co. as the 
reduction in the requireme ts of the future Federal budget for the 
construction of projects in 'th it area, because our general approach 


that the pro} cts must be built, the people must be served, and that 
if we don’t do it aE the pl rivate » companies don’t do it, the Federal 
Government may well find a situation where it feels that it has to do it. 


Senator ete Without getting into the justification of either 
ide, is this an issue that is presently a contest between private and 
public power / 

Mr. Coretrrr. No. There are no other appli ‘ants for license on these 
particular projects but there is some opposition from public power 
agencies who contend that everything should built by the Federal 
Government in that area. 

We feel that 

Senator Pasrorr. Tas the license that you have applied for fron 
he Federal Power Commission been granted ? 

Mr. Coretre. It has not. The hearings have not been held on it 
The application was filed last September. We are anticipating hear 
Ings to start within the next month or two. 

Senator Pasrorr. It is up to the Federal Power Commission to d: 


cide whether or not it sl} all erant vou the license or wait until it 
e through the instrume lity of public ‘funds ¢ 
Mr. Corerrr. That cua 


Senator Pasrorr. Do you take the position, therefore, that that has 
no relation to the contents of this bill 7 Do vou vet the distinetion Tan 
trving to make ? In other words, this bill now before us, S. 2648, 
is not being sponsored because it will in any way oth nba the grant 
ing of — license. That isa decision that has to be made by the Federal] 
Power Commission. That has nothing at all to do with the contents 
of this bill. But once the license has been granted the question 1s, 
shall vou come in, whether vou come in under the P ublic Holding 
Company Act or are e menue by force of this bill? Am I correct 
in that question, Mr. Smith ? 

Mr. Surry. That is substantially correct. The granting or with- 
holding of a license does not in any manner depend upon what happens 
to this particular bill. a bill is of tremendous importance as to 
what would happen after the license is granted and we get to the 
point where construction ide go ahead. 

Mr. Corrrrr. We feel that the enactment of this bill would make 
it possible for Pacific Northwest Power Co. to go ahead and get this 
license if granted by the Federal Power Commission and proceed 
immediately with construction. If this bill or something very com- 
parable to it were not enacted we think it would prevent these com- 
panies from going ahead with this plan. The reason for that, the 
fundamental reason for that is that there are two companies. Pacific 
Northwest Power Co. and the Montana Power Co., which are not or- 
ganized in the State in which they conduct their principal operation. 

Mr. Surry. That should be Pacific Power and Light Co. 

ee Connors, Pacific Power and Light Co. and Montana Powe1 
Co., two of the organizing companies. And because of the fact that 
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Paeifie is not oreanized In Orevon or In a State where it carrie 
major operation, and Montana Power is not orennized in Montana. we 
an exemption uncer the Pubhe Utility Holding 


ant ve U 


{ Compnny 
Act. This fact creates a complete bar to our vetting anv exenipt 


And in addition, both those companies are engaged in other bi 
esses than the electric business, let me first speak about Me 
Power Co. We are in the OS business. We “OTVe the major part of 
ie State of Montana with natural ons. We both produce, transmit 
nd distribute. We have about S60 million ted in the eas pla 
We would, Wwe fear, he required to elect eidher to stay Wn the ete ! 
rus ss or to stay in the Mas Ousmhess. And vu the o 1] ( ‘ 
now have a situation which is improving but it has existed ne 0) 
vears, where there 1s a @reat shortage of ens t re and | 
! Orting @ from Cnniadn. Ynd we have Ince TD5v Dol | 
nder a spec il defense permit issued by th Canadian Gover) mid 
-o by the Federal Power Commission. 


Under that permit we were prevented from expand 


» Canada ike O 
ioOrmous additional investment, and carry on on substantially tl 
me income we had. 


tem In anv wav. So we had to buv the oO | 


We are sure thiat no mdependent was company could have doi e thin 
ler the cireumstances. So we feel that it would just be 1 | 


‘or Montana Power Co. to take any step which would subject itselt 
the danger of bene made a holding company and then beine 1 


re ad. perhaps, to dispose ot its Ons business. 


Senator Pasrorr. Let’s assume it were clarified by amendment 
Phen what would be your positiol ¢ Iam think he out loud. Mia ) 
lf ean provoke answers from vou reply to question whi in 1M 


ised later on when neither you nor LT may be present to ans 
Let’s assume that an amendment were mince pro Wine that th { 

0 of anyone Who sought an exemption for the type of a ne 

which you refer, would not be disturbed, I mean a 

itter. Do IT make my question clear ¢ 

Mir. Corerre. I believe so. You are referring to the 
situation ¢ 


oq | 
sa jurisdictional 


Yas business 


Senator Pastor. The gas busines. After all, this is a new project, 
vholly disconnected from any present situation. If the present situa- 
rion 1s f2ood enough to merit exemption how, a serous question hay be 
raised as to the reason for disturbing it later on when this new activity 
s undertaken. If that could be clarified by law, then what would be 
vour position ? 

Mr. Corerre. Our position would be this: The gas situation is our 
most serious objection to becoming a holding company. But the other 
objections—and they are the objections that the other companies that 
ive in our group and that have testified here have—is the duplication 
of regulation. Our company is now subject to the Jurisdiction—and 
this is true of each of the compamies that IT speak for—of the State 
public service commission, the Federal Power Commission, the SEC 

nder the Securities Act of 1933 and the SEC under the Securities A 

f 1934, We think there is absolute complete regulation i 

f that. 

We feel that the four limitations set forth in the amendment in the 
bill that we are cis HssIng’ now are such that it vives complete and 
full protection, and that we get all the regulation that is necessary 


| 
ad result 


4) 
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by reason of the State con mission, Federal Power (‘ommiussion. and 
Ss Te( ; If we h id to have the additional! reoulation which we think 
duplicate regulation, of SEC under the Holding Company Act, w 
think we would be put to very substantial additional expense whic} 
WO lt have to be passed on to the consumer, and that there would b 
no beneficial results from it. 





Senator Pastrorr. How bie a project will this hydroelectric or 
eration be ¢ , . 
Mr. Corrrrr. It is one of the largest for prin ate companies in thi 
history of the world. It is 1 million kilowatts of original capacity 
and 1200000 kilowatts ultimate capacity. The hvdroelectric pant 
of it will cost S140 nultlion, and with the transmission lines the pro 
Il] be over SPO00 niall 
Senator Pasrore. | can perceive a solid objection n this particular 
case. his is a rrerant ACTIVITY. \ serious question may be 
that what we are considering is much more than techniealities. This 
au iy tou the real 1 of philosophy. I am merely thinking o 
loud. Here you are prop & tO e} ter into a vent ire now that vou 
have never bee) before, on a tremendously large seale, which would 
Wi} 1 Vis it oF pital at , Th { tock has to be gold 
Y ve to e it somehovy You have to raise a lot of mon: 
t 1O \ e publ s involved n ft scale of ste Ik Which 
! ( 1, aquest re ele ot ability of the Fe i Powe Comn 
Oo {oO DI] erty 1 ye h i? \ VITV AS di no shed fre 
team at might serve 5 or 6 utilitv companies. You ar 
talking now about a bie proposition. Whether t! s com under 
heading of a teeht al exception or whether thi wets 1 o the philose 
phy of the Hold ¢ Company Act isa point that I raise. 
I beheve that here you are going to invite quite a bit of sound 
ODDO 
Mr. Corerre. We never looked at this as anv technieality. Ws 


thought it was a major problem. 

Senator Pasrore. | am not answering the question one way 
other. Lam trvinge to spread it on the record as best I can. 

Mir. erie. We have this situation right ow: Washington Wat 
Power Co. 1s now s ting the construction under Federal Powe} 
Cominission license of the Noxon project in western Montana whic! 
if J remember rielit has a eost of about S90 million. for ust one com 
pany. So that that 1s much larger, dollarwise, to Washington Powe) 
Co.. than this new one is for the four companies, and the securities 
of that are completely regulated by the State commission, by the 
Fede ral Pov er ¢ ‘ommission, and by the SKC under the Securities Act 
of 1933 and tlie Securities Act of 1934. 

Senator Pastore. But fora company organized in Maine, operating 
in the West. to cel into a huve hydroelectric project, iS proposing 
stock situation far different from just allowing a public utility com 
pany an additional activity in order to reduce the cost to the consumer. 
While that is indirectly involved here, I note an activity here of tre 
mendous proportions in the investment field phase of this whole 
activity. 

I wish vou would direct yourself to that and explain it on the 
record. I think you owe it to yourself to spread that on the record 
as clearly and simply as vou possibly can. This is a huge project. 
How much did vou say it would involve in money 4 
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Mr. Corerrr. $200 million in total, for the whole project. 


Senator Pasrore. What are the capital assets of these companies 
iat are now proposing to engage in this whole project ¢ 


Mr. Correrrrk. They are very extensive. JI have a summaz 


Senator Pasrore. I mean a rough figure. 
Vr. Corerre. The gross utilitv plant of the compani - eer 


» J 
as of the end of 1955. 
Senator Pasrore. So this investment will be one-third of the ¢ 
rOSs is ets of the combination / 
Vir. Corerre. That ismeht. Wh nh 
Senator Pasrore. It could become a dominant force. 
Mir. Corerre. That is not unusual in the building of a new hvadre 
Washineton Water Power Co... for ex ple. build 
Noxon proyect, whic will cost about S89 million. 1 has tota ‘ 
140 iillion, eros tility pdeanit mo ou see tl ( VNOXNO pro 
) | } hye 
itor Pasrore. Ex} hat new Noxon project for the r 
more clearly to me \\ ( out / 
‘I C ORETTI Lie Ni XO pre eCcl merel iprorwect t reo | | 
\\ SsHineton Wate) i O\ rd oO { ( | Mork ¢ ( ] 
| \ 
2 QO) 1 STORE, I Setting up a ew co pol if Nn / 
C ORETT! No, | he e bhpoeid tseif for its ¢ ( 
i \ ( } : Wi Tk Vit tT | Lidice 
\ s 1" compl { rec 8) nt tlie there \ 
ed act I PC On MISSION tiic t thre preset } eSi( 
yu mclict Wie the two nets } wn { ~ ! ( \ 
Oo and the Se rite Mxchange Act of 1934 ! nh ¢ ! 
Tite { it Othe Olipanles al ! ulated by e Feace 1 P ( 
hIIsSSlO isteevery Sseclil { i ti he 
Senator Pasrorr. Tam only expr ( Vv ol do mv owt 
hniwo} isnot conelu ive Thism voes betore ne entire co ih t¢ 
[hel { to vo before the 4 OOS: 
\ osponsor of t} bill 1 lave bee liste) rather svmin: ‘ 
to the discu 0O hat have been made her el e snid t 
qi time ronin that i wouldn't Wohttosee anvthi lo hapypr i that would 
msicnily destrov. the objectives of the Publie Utility Lloldine ( 
pany Act because | think | is anh excellent and needed prece of legis 
lation to rid the country of certain widespread abuses that wv 
the public Interest Now we ar presented with a situation nd 


[ am not characterizing’ it as a bad one indicatine that we 
vetting beyond a small proposition. Ilere we have a company formed 
one state, operating In nnother State, getting mto a tre nadoush 


irge hydroelectric project. l wonder whether or not that movIne 


pretty close to the line where it ought to be watched by the Com 
nission that was set up to eliminate certain abuses so as to give the 
people the assurance and feeling that thev are being adequately pro 
tected against large combinations in the utility field. 

| would like to have you eentlemen comiment on that. 

Mr. Corerre. Let me clarify one factual thing that T think T may 
have given VOU a MisHMpression, and that is that Pacific Northwest 
Power Co.. which will build this project, is organized in Oregon 
This project will be on the border line bet ween Oregon anal Washing 
ton. These companies are now all interconnected with transmission 
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lines, though they have no a ate relatio nship whatsoever. A) 
these projects to be built bv P; ‘ Northwest Power Co., are appr 

mate] 150 to P00 miles fro the Sieve of the load center glk eaehs ss 
prearniy \nd the service reas of all the Hipanties merge in clo 


tot ‘se projects, So that there is) rt any difference between this hvd 


provect and between these four companies gvoine together to by 
] 4 . on A ‘ i 1} fu ° 
ewe sieam pinnt te WPT powel to ali Tour compnnies In ft 
i * i 


yen e think of the amo t of money involved here. of S1 LO OOK 
O00, for four « Mipanies OF th kind, we have all reached the state o 
there where when we start building a new project we are talk 
Of 850,000,000 up or down, for an individual company. So that rea 
for these 4+ con pa es TO bu lal rointly i S14 000.000 project Is le 
finveunn ally than if each | build one ot the SOO 00.000 project 
which we are i] engaged in rieht now. 

Senator Pasvorr. Lam not juestioning that at all. 

Mr. Corerre. Financially we hadn't thought that was serious 

Senator Pasrorre. [am not questioning that at all. I am not ev 
ais ¢ it is not in the public interest to have a central project to fee 
these Tour avenues oj distril ution heenuse such is a wholesale opera 

on which is to the benefit of the ultimate consumer. We are talku 

nother th ne. We areta etait Tcicci acl niall abseil ties weet 


bility of the SEC to protect the investor 
Mir. Corerre. Surely. 
enator Pasrorr. And to see to it that records are kept and account 
sysrems are Inaucurated whieh would meet with the requirement 
( protect! oe the investing public. [lere are four imree companies 
Il don’t know what the individual accounts are of each, but combined 


you say they are S6D50.000.000, and you are vetting them into a proje 


that will cost about S200,000.000, Phat is a tremendous amount of! 
financing. Whether or not the FPC is competent enough in that 
realm, and whether or not we should actually exclude the SEC fron 
taking a look at it, is a very serious question. 


Mr. Smith ¢ 

Mr. SMITH. Mr. Chairman, this act does not exclude the SEC from 
any of these securities that may be sold to the public. It still has 
jurisdiction over the sale of those securities. 

Senator Pasrore. | realize that. 

Mr. Smirn. Just the same as it would have over the sale of these 
individual companies, 

L think there ought to be a clear understanding of exactly what 
this proposed bill does. a his proposed bill only amends one provisio1 
of the Holding Company Act, and that is in respect to the ownership 
of 10 percent or more of the stock in the subsidiary company. And 
io attaches certain conditions. When those conditions are met, if 
the owner of the stock is not otherwise subject to the ILolding Com 
pany Act then the mere fact of ownership of the stock does not bring 
him under the Holding Company Act. It doesn’t change any of the 
other provisions in the act at all. They all remain just as they have 

Senator Pasrore. | realize that. But what is the serious objection 
to coming under the Publie Utility Holding ¢ ompni ay Act? 

Mr. Surry. Mr. Corette has called your attention to one. I ean 
spe: alk for the Pacific Power & Laat < Co. It is engaged i . business 








a 


db 
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besides the elec ‘tric business. It has a tele ‘phone ope ration, it owns a 
telephone company, it is engaged in the distribution of steam heat, and 
it owns 2 or 3 water systems. ‘That situation alone would bring it 
under the Holding Company Act. It would not be entitled to an 
exemption, And under the provision of the Holding © ompany Act 
n all probability something would be required to be done with those 
eaeniniias 

Under the present system, and outside of the Holding Company 
et, it owns those properties, it is not in violation of any law, it is 

under comp ylete supervision and regulation, and just the mere fact 
hat it joins with four other companies to build a generating project, to 
provide needed power for each of those companies, doesn’t seem to 
us a circumstance that changes its whole operating conditions to the 
point where it must come under the Holding Company Act. 
~ Senator Pasrorr. I realize that is bongs argument. I realize that 
mplicity. But what concerns me a little bit at this point is whether 
or not we are coming pretty close to the line of freeing these large 
combines from supervision. Here there is a diversity of activity in 
addition to this tremendous project of producing power by hydro 
electric means to the tune of one-third of their entire capital assets 
is of the moment, and I am wondering whether or not this is not the 
eness that the SEC sought to supervise. 

Mr. Sairu. The SEC Act, of course, talks about integrated oper 
ations located within a geographical area, and serving the location. 
This fits that exactly. The plants are located on the Snake River 
idjacent to the State of Oregon, approximate to the State of Washing 
ton and the State of Idaho and close to the State of Montana. 

Senator Pasrorr. Does your presentation show the capital assets of 
each of the four companies ¢ 

Mr. Corrrrr. Yes, sir. 

Senator Pasrorr. Whereabouts is it? 

Mr. Corrrre. It doesn’t show it in the paper that I read, but IT have 
t here. It shows gross utility plant, Montana Power Co., 8184 mil 
lion; Pacific Power & Light Co., $205 million; Portland General 
Klectrie Co., $126 million: and the Washington Water Power Co., 
3139 million. The total is 8655 million. I have rounded the figures 
out. It comes to $655.950,000. 

Senator Pasrorr. And this project is about as big as the total 
ioldings of any one of the companies individually 4 

Mr. Corrrre. That’s right. And if one company owned all these 
properties, if this was one company instead of four, there would be 
no problem whatsoever about that one company going to the FPC, 
getting a license, having the financing and all approved by the F-PC 
inder the Federal Power Act and by SEC under the Securities Acts 
of 1933 and 1934, and going right ahead. 

Really, we are in this situation: The main reason why we require 
in amendment of this kind in order to proceed is to put these four 
maller companies in a position to do as economically the same job 
lat a great big company could do. If this were Consolidated Edison 

f New York, or Commonwealth Edison of Chicago, they would build 
the project with a million kilowatts all by iacaniiees without any 
partnership arrangement such as we have here. And they — he 

ulated in doing it by FPC, by the State commission, by SEC, 
inder the two existing acts. And here we have the wholly inteerated 











244, AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


situation which under the SEC Act justities the exemption if it weren’ 
for the fact that two of these companies ure Incorporated 1h} Kastet 


States and not in the State in which thev operate. 
Senator Pasrore. How many kilowatts will this hydro plant pi 
nce ? 
Nir. Corerre. One nillion kilowatts. 
Senator Pasrore. And how many kilowatts do vou now sell cor 
ned vil | r together 4 
Nin. Cory rire; ix bly iw Maxum Generating apability woul 
I { answer that would fake care of it. We have combined nov 
der construction. 1600000 kilow itts of installes 
pact: the Toul hipan1es, 
View Sarrru. One of the problems we have, which Mi. Corrette h 
nted Out. IS That we DHDuUuV Ss D tal tin mounts ot power from 
byonne Power Ac ! ( \\ re losing that source 
el mad it \ I a MOO MO], We won t be vettin 
ron Bo KCC} \ ele Ss some wunusuall FOO 
mraitue 5. | Lie ontre ed with the prot 
ding genet y plants sufficient to take care of the loa 
if the loss of t ree of power. This isa good project. 'T] 
baowe ihe reasonnble i ost and the lond forecas sof the compar 
rs 1 + +] power will be used up by the four of them bv the 
f project \ 
Phi \ ne of the project done on th basis of contracts tha 
OUP COMpaAanles WITT} ke with the generating company. ‘The 
ike all of the pe er of the generation. Th ~-CONnTrAaCct will b 
vely the basis of the finn no. And as Mr. Corette 
1 ed out. the fil cing has to be approved by the Federal Pow 
he State commissions of Oregon, Washington, all thi 
_ fie ile} OMMIDAHIEeS AVE ¢ enced in by Lit 5 wan 
~( d to I ') ce. | \ the SE( 
y : 
a» is \ il ick OF ( UPITIeS al a the] WMnel Whi 
e fe t ) at \ |] 1\ Oo 17 tv those variou od 
We fe l that those securities backed up by thre PeOntracts Vv Wl} ! 
securities first-class se nities. And if the commissions don’t 
evree With us, Then OF COULrse we wont be able to dispose of them at 
( 1) mie tto wou (1) 1) 11 
Senator Pasrore. What ll be your debt to equity ratio 4 
\] SMITH | Le pe ls on what the decision of the regulator) 
Hodes \ il] be. 
Mr. Corerre. One example occurs to me, Mr. Chairman, that might 


be helptul. We have proposed for Pacific Northwest an 85/15 debt 
ratio which 

ator Pasrorr. You have what / 
Mr. € ORETTE. We have proposed an SO percent 1D percent debt to 


k ratio which would bring the total group out with a debt 


ratio of about 60 percent. I «l 


common stoc 

ont remember the exact figure. It might 
by ‘ little over 60 perc nt of clebt. and the rest would be COMMON and 
preferred, if you take all four together. This thought occurs to me: 
lf Montana Power Co., the company i work for, was not able to Lo 
into Pacific Northwest Power Co. and build Mountain Sheep and 
Pleasant Valley—we couldn't do it ourselves because of the size—we 
would then have to fall back immediately on Buffalo Rapids on the 
Flathead River, which is a 355 million project, which would give us 
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piace from 200.000 to 250,000 kilowatts. Let's say 


its of capacity. Out of Mountain Sheep and Pleasant 


ire Is 2ZoO.0O kilowatts. So it is almost the s: me thi 


ost 8D5 million to build Buffalo Rapids and our share 
} ! 


Sheep and Plen ant Valley is a little less Crickdy Seder PLDT LL 


nick De this aditherence, \\ hen vou vo to these sn iller 


! | talkine ibout. If vou produce on vour own, combi 


d you say you buy a good portion of it from Bonnevi 


Mr. Suuvu. Not of that 

j C ORETTE. Youndd on tothat whit Is bought from 
wor PASTORE. And in addition to t!] Ss Vou DUYV a 
Bonneville ? 

Mr. Smirn. Yes, sir. 

Senator Pasrorr. These new facilities will give you 


} 0 hh: ] B 1} ] | 
envision sometime that the Hbonneviltie supplv wil 


( creating a gap that vou have to fill in? 


Mr. Surru. That is right. 


Senator Pasrore. While this 1 million addition kilowatts 


CCl | 


) 
Donne 
rq) cl }) 
1] 
lf mathor 
he shirt 


yt] 


er projects: Vv 
e neh higher costs, and the cost of our building Butfalo Ray 
ous ure COMPAL would certainiy be more than the mill 
lf that | tulked to vou about before, OVe} he tot vet 
Mountain Sheep and Plensant Valley power, and that co ‘ 
Wectly back to the consumer, It hieas lo bey fleeted 1 Ir rate 
Senator Pasrorr, Let me ask you this question: Is the fig t 
ou gnuve me ot 1.600000 kilowatt vour total rod etive capa \ 
loes it include what vou buy from the Bonneville P« r Ach 
a 
Vir. CORETTE. That is the total productive « Upaeiey »some ve 
ent exceptions, It does not melude anvthine that Is bought tre 
Bonneville in the Oregon-Washineton aren. 
Senator Pasrore. Tlow mueh do vou buy from the 
Vir. Corerrre. You will have to answer that. 
Mr. Surru. [suppose 600.000 or T0000 kilowatts 
Senator Pasrore. Six or seven hundred thousand / 
Mir. Corerre. Yes. 
Senator Pasrorre. Then this new 1 million would be a sla ot o 
0004 What Tam trying to determine is whether th ipl 
s relate | to the oradual need WN) the economie Gdeveltopme | 
vena, or Whether this is a tremendously laree project that VISIT 
ething new, VW hollv disconnected with th dual expansion t] 


irge, 1f you subtract from that what you have to buy from Bonne 


lle. a supply that may be shut off, the project might 
pansive as one night otherwise assume, T think you 


those fieures on the record. 


Ot he 


1 


QI whit 


Hc 


T¢ 


) 


ret 


Mr. Suirn. The statement that IT made a moment ago, and this 
in be supported by houres, is that by the time this project is built 
these four companies will be using that million kilowatts of power. 


In the meantime they will have lost the 600,000 that they are buying 
from Bonneville and their normal load growth will be 


excess of 400,000. 


' 4 
suostant 


Senator PAsTore. Tam olad we cleared that on the record. 


Mr. CORETTE. We hadn't looked at this as any unusual major i 
tion to plant, as evidenced by the fact that I indicated to vou a minute 


} 


rally 


! 
1 


‘ 


1) 
ti 


ico that if we did not have this we would build a $55 million project 
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in western Montana, which is more investment for our company that 
our share of Pacific Northwest Power Co. 

And as indicated by the fact that each of the other companies in 
the projects set forth in my statement are doing the same kind of a 
thing. So that for one of these companies to put $50 million into a 
new plant over a period of 3 or 4 vears, which is the period involved 
here, has never occurred to us as being anything that was overwhelm 
ing or completely out of line in the construction program. 

Mr. Smirn. As a matter of fact, the construction of this project 
with all of the projects that the companies are building by themselves, 
will not be sufficient to take care of the load in the next 10 years 
There will have to be other projects built. 

Senator Pasrore. In addition to this 4 

Mr. Smirn. In addition to this one. The Pacific Power and Lig! 1 
Co. has applied for a license to build a project on the Lewis Rive 
in the State of Washington, approximately 250,000 kilowatts in that 
} lant, and there W 1] be a cost of oH or 60 million dollars. 

The Portland General Electric Co. is going ahead with the con 
struction of a project on the Deschutes River, I think of about 100,00 
kilowatts in the first unit and 150,000 or 200.000 kilowatts in the next 
unit. Idonot reeall the total cost of that installation. 

Jack, you have under consideration a project In your area, already 
referred to, the Noxon. So that Jack has already ealled your atten 
tion, Mr. Chairman, to the fact that in addition to the mone that the 
Federal Government will spend in the Northwest and that is only to 
complete the projects that are now authorized, not any new project- 
at all—that there needs to be spent out there some 82 billion in the next 
10 or 15 years. 

So that after all, while 8200 million looks like a lot of money, o1 
$140 million for generation, and S70 million for the transmission, it 
after all a small portion that must be spent out in that area. 

Jack has said that this is not intended to be an innovation. You 
have used the expression with other w itnesses that this is the inverted 
pyramid, and that certainly is what it is here. 

Senator Pasrore. That is what I am trying to establish here. 

Mr. Sauirn. It very definitely is. Here are the generating com 
panies that need a supply of power—and their projects are reasonable 
in cost—that will help tremendously in meeting the power require 
ments of the area. So they invert the pyramid and propose to combine 
their resources in the manner that I have already suggested to the com 
mittee, in order to go ahead and build this project. 

We do not see where any of the ey is against which the Holding 
Company Act was passed can possibly exist in this situation. We 
just do not see them there—the interlocking directorates, the finance 
just do not see them there—the interlocking directorates, the financing 
lng’, the inordinate prolits, the construction contracts between one and 
another and all that sort of thing—but we would like to suggest that 
it it should develop that any ot those evils are there. the SEC stil] 
remains the policem n on the block to see that they do not occur. 
That power 1s not taken away. 

This exemption is based upon only one thing, and that is the 
( whership of stock. But the other factors that constitute the abuses 
by a holding company, still are part of the act and are not disturbed 
mn any Manner, shape, or form by this amendment, 
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So that if the evils that that act is supposed to have cured should 
recur because of this particular situation, there is nothing in this 
ict that prevents the SEC stepping into the picture and taking charge 
ind correcting the evil. 

Senator Pasrorr. How could they do it 4 

Mr. Smrru. Under the provisions of the present i 

Suppose we we nl ahead and actually comniitted net that brought 

under the Holdi ne ( OMpPAHy Act and we ud no atte ntion to the 
SEC. They would act exactly in the same way. The only fa etor 
that is taken out of the act is this 10 percent ownership of stock whi 
pso facto, makes a holding company. 

Just by the ownership of 10 percent of the stock you become a 
holding company. ‘This says that isn’t true when these particular 
onditions obtain. 

Senator Pasrure. The 1,600,000 kilowatts, how is that wenerated ? 
By what means / 

“Mr. Corerre. By hydrogeneration, and it has in it 65,000 kilowatts 
of 20-year purcase contract power. 

Senator Pasrore. How many hydroe leetrie projects do you have 
now among the four? Are you prepared to tell me that? 

Mr. Corerre. Sixty-six. 

Senator Pasrore. We will recess now until 2 o'clock. Then we will 
esume your testimony. 

(There —_—* at 12:50 p. m., the hearing was recessed, to reconvene 
it 2 p.m. of the same date.) 


AFTERNOON SESSION 


Senator Pasrore. If it is convenient for the witness, we will resume. 


STATEMENT OF JOHN E. CORETTE, PRESIDENT, MONTANA POWER 
CO., ACCOMPANIED BY ALLAN SMITH—Resumed 


Mr. Coretrrr. One point which comes to our mind as a result of 
your questions this morning is that it always has been and still is 
our assumption that the FPC is at least as equally qualified a s the 
SEC to regulate the financial end of utilities because the FPC ea such 
avery broad knowledge of utilities in general; and that Pacific North 
west Power C On, and each of our individual companies, all being li- 
censee companies as well as in interstate commerce, are so completely 
controlled by FPC that we get con ope financial regulation from 


EPC, the same as we would under SEC if we were holding companies. 
The second point that we thought oo dite was not adequately pre 
sented this morning is that we know that you realize the consumer 


interest in this situation from the causes: of saving. But in 
i\ddition to that, there is this situation: that the power which 
now being bought from Bonneville Power Administration by the 
companies in Oregon and Washington is purchased at a rate of 
between 2 and 214 mills per kilowatt-hour. And as that power 
is taken away and used for the preference customers and has to be 
replaced in the systems of private companies, it will have to be at a 
very much higher rate because the 2 and 214 mills per kilowatt-hour 
is completely tax free. 
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R onseque! ithy, there is a rate re pere USSION he re which is much more 
serious probab ly than an ae p ylace in the coun trv, and that is one 
reason why we were so anxious to form this subsidiary, Pacific North 
west Pov e} C‘o., and to develop this power at the lowest possible cost 
0 that the rate adjustment which would have to come in the future 
would have as little severity as POS: ble, so that the increase would 
as si ai as fel ible. , 

We felt very strongly that the limitations set forth in th 
amendment are such that they fully protect agaist any of the evil 
\ ‘hh the Holding Company Act sought to eliminate. I ean sav te 

; 


VO for these four companies that we have no fault to find with the 


A 
Holding Company Act. I think we feel that we are now four entirely 
mdependent COniIpAahies With laree stoe|k OWTe] hips spread all over thy 
i i 
| ited States, with no controlling interest of any kind, and that that 


1 


1h) this veneral economy isa very beneficial situation 
So that we have no fault to tind with the Hol 1h) ne Comp any Act 
We just feel that this situation is the reverse of what the Hol ling 


Company Act intended to regulate: that here all you have are fou 


operat ne companies that have gone together to forma subsidiary To 


build generating plants to supply the four operating companies, and 
no one else 
lo not have what the Hold ner ¢ ‘Company Act was see kine 


to prevent. W hich is one COMpPany sittn ao back with control over a creat 


So that vou ¢ 


many companies spread throughout the entire Nation. And these 
four are all integrated and tied together physically in their properties. 


Senator Pasrorr. It might be well for you to have listed here the 
Humbe of hydroelectric facilities that each one ot these companies 
presently has. 

Mr. Corerre. Tam prepared to do that right now. T have here a 
lst of the generating plants and I can give the number for each 
company. 

Senator Pasrore. Is that a long list ? 

Mr. Corerre. No, sir. It : just four figures. 

Senator Pasrorr. All right, sir 

Mr. Corerrr. Montana Ee ower Co. has 13 plants: Pacific Power & 
Light has 34: Portland General Electric has 9: Washington Water 
Power Co. has 10, or a total of 66 plants owned by the 4 companies. 

We would like to add the fioure you asked for this Mornings, and 
whch Mr. Smit! Yave at ap proximately HOO 00 kilowatts as the 

ount of power purchased from Bonneville. That should be added 
to the venerating capac ity. So we would like to check that figure 
exactly and be sure we give vou the right figure. 

Senator Pastore. Will you mail it in to us? 

Mr. Corerre. We will get it by telephone and give it to the clerk, 
if that is all right 

Senator Pasrore. Fine. 

Mr. Corerre. The total generating capacity of the 4 companies is 
1,593,000 kilowatts, to which we will add the amount purchased from 
Bonneville to show what their total ability to serve is at this time. 

Without repeating it because we feel it has adequately been gone 
into by others. we would like to say to the committee that Montana 
Power Co. and Pacifie Power & Light Co. are also interested in the 
possibility of jointly building a steam plant at the eastern edge of our 
system, and on the border between Wyoming and Montana. And that 
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ee steam plant there by ? e hipanies, instend of Y 


ey) rate steam plants, we think we Can reduce the power cost iwpproxyl 


» building a la 
itely 20 percent. Which again is a saving which would be passed 
oit straieht through to the customer 
! estimated that Montana Power Cows part in that saving, assuming 
LOO.000 | tlowntt stenm plant, built eithe by ourselves or na BOO OO 
ne im pr rtnersh p wi h Pacific Power & Lie@ht, the saving per ven 

to Montana power customers would he S72Z0.000 1f we could 


] 
togethe 11) partnership and bhi et lara ! pl Lit 


Phe next th hy | feel necessary to mention here ist it 2 don | 
ve he the statement mirc here b ‘ tor Mon Of Or 

Heh he talked about whit he entled. tl control | basco S \ 
Ine. of the four compante which we represent here 1 miaV. 

[ would lke to make some factual statements in connection 
Senator Morse’s statement because T feel his dealt in weneralities. sav 


ne that basco controls these companies and that this is another 


eme of Ebasco compara le to the plans of the holdn Y company 
L\ to control compan in the Northwest. 

Three of these four companies are chents of Ebaseco Services, In 
hep co is entirely a Texas organization, It works for each compat 
my On spec ifie order, esac h COMPA eith aT employs Its service 


adiscontinues its services as 1 sees ft. 

Senator Pasrore. What services does 1t render / 

Mr. Corerre. It renders services—I will eive vou a list of them 
without reoard to whether we subseribe to them or not it renders 

ounting services, engineering services, Insurance services, tax sery 
ces, pension plan services, rate services, taxation services. Those are 


e ones that occur to me. What our Company does, to vive vou an 


example, we employ ho outsiders to do anything which we fee] oul 
Owh Oo CADIZALION Is competent to clo. If we need special services 


one example where we feel we do need them is in insurance consulta 
tion-—we employ Kbaseo for insurance consultation. 

From time to time we have services with them. if we think we are 
ot getting our dollar’s worth we cancel it out. One we canceled out 
vas Where they had an industrial relations department. We felt we 
were getting nothine and eanceled it otf. We have complete control 

of it. There is no control by ebaseo. Phe act strictly as a service 
‘ reanization, And the same is true of the other companies, 

In connection with these particular projects, the engimMeering con 
erns which are involved are Ebasco Services, the Bechtel Corp. oft 
San Francisco and Morris-Knudson Co. of Boise. Tdaho. The way 
tis worked out 1s the Ehbaseo did the design work on one powerplant. 
Bechtel On the other powerplant, and Morris Konu lson worked with 
both of the m to assist both on desion and cost estimate. 

So we feit we were getting really the finest technical services that 
could possibly be employed in the entire world. 

That is the situation, the type of relationship which has existed 
with Ebasco through all the vears since the elimination of the holding 
company over the companies here that were subsidiartes of American 
Power & Light Co. 

So there is no control, no relationship there other than one of client 
and a service organization. And it is the kind of thine that is in 
complete control of the operating company and terminable at any 
moment. 
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Qur company, I think, has terminated over the years half of t 
services we took from Ebasco because we just felt we could do the j: 


ourselves. In addition we h: we employed other engineering concer! 
Our depreciation work for example, is all done by a concern 

Chicago. I give that just as an example of the fact that cert: untly 

Iebasco could control it. it would cet all the | yusine ss it possibly could 


I beheve that that comp! ietes ever ything that IT have. I would lk 
to express, on behal] If of our four companies, our appreciation for th: 

ime you have given us. I believe you will see it is different than wha 
you have heard before. We know it is a vitally important questio: 
to the future economy of the country. 

When we look at this chart and see expe nditures over and above thi 
Federal expenditures of $450 million in the year 1956, you see what 
problem we face out there in supplying the future power requirement 
of that area. 

[ wonder if Mr. Smith has anything he would like to add? 

Mr. Suiru. I don’t believe I have. Mr. Chairman. 

Senator Pasrore. I have one question. This steam plant that you 
talked about, that you and another one of these four companies wil 
construct, will that come under Federal Power Commission’s juris 
diction, or is that local jurisdiction ? 

Mr. Corerrr. The financing of it would come under the Federa 
Power jurisdiction because of the fact that our whole company, and 
Pacific’s whole company, are controlled by the Federal Power Com 
mission. In addition we all sell across the State line. It would come 
under State commission jurisdiction also, of course. 

Senator Pastore. Thank you very much, Mr. Corette, and Mr. Smith. 

Mr. Corerre. Thank you, Mr. C hairman. 

Senator Pastore. Our next witness will be Mr. Yeomans. 


STATEMENT OF ROBERT D. YEOMANS, COMMISSIONER, WASHING- 
TON PUBLIC SERVICE COMMISSION 


Mr. Yromans. Mr. Chairman, and gentlemen of the committee, | 
am Robert D. Yeomans. I am a hegpaicioae of the Washington Public 
Service Commission which has its principal office in the Insurance 
Building, Olympia, Wash. I was appointed to the commission in 
May 1953. Iam a lawyer by profession, a member of the Washing 
ton State and American Bar Associations and of the utility section of 
the latter. 

I am a member of the executive committee of the National Associ- 
ation of Railroad and Utility Commissioners and of the committee on 
legislation of that association. 

The Washington commissioners, of whom there are three, were in 
attendance at the national convention of the NARU . in the fall of 
1955 and concurred in the action of the association in approving a 
resolution urging the passage of legislation which ate accomplish 
the purpose of S. 2643 and its counterpart in the House of Repre- 
sentatives. 

I am appearing here to present my reasons as a commissioner for 
believing that the amendments to the Holding Company Act con- 
tained in S. 2643 are of great importance and to indicate what impact, 
if any, such amendment would have with respect to the jurisdiction 
of our commission on the participating companies, Washington Water 
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o Power Co, and Pacific Power & Light Co., which are now subject to 
» ye 1 jurisdiction. 

a (dur con Nnission is ch arged | \ statute with respons! bility over the 
n tes, services, and practices of private-investor publi e utilities. Im 
ly licit in those responsibilities is the further one of assuring the con 
ule mer in our State an adequate supply of electric power at reasol 

i ble rates. 

th As a result of studies made by the electric utility indus ve in the 
vha Northwest. both private and pub lic, it has been determined that eve 

tio { the generating c apacity of ait the obtic power projects and the 


vite projects now under construction or in the process of con 
thi pletion, a power shortage could occur even in the year 1956 should we 
faced with eritic: al water and mm any event by 1964 should we have 


Lt 
nt he good fortune up to that time of median water. 

It is essential the n that in the interest of our consumers additional 
venerating capacity be created. Pacific Northwest Power has 
vone beyond the p anning stage and if the necessary Federal licenses 

vO ire ob tal ned can finance ana construct 2 proje whi I coi wa 

a lore than 800.000 ki tlowatts of firm capacity to meet the ever-expan 

ris ng ad erowth in the Pacific Northwest, and it would be reasonably 

expensive power, too, 

ai [ am familiar with the capital structures and the construction pro 

si ms of these several companies. [am reasonably certain that no 

ym e ot these companies could undertake this project alone. 

me | read with interest the comments of the Securities and Exchane 
(‘ommiussion,. dated February (, 1955, on oy pending bill. While 


th ven oreat deal of respect and admiration for the work of the Securi 
ind Exchange Commission, I can assure this committee that 


Washington Public Service Commission feel that we are en 


rely com] vetent to deal wit! _ problems affecting electric 1 tilitie 
1G. operating within, our fexbadiates m, from a regulatory standpoint 

\s an matter of practice we are in touch with the problems of thi 

Ipnnies on a day-to-day basis and believe that we could either 
q event O1 promptly eliminate any abuses which may occur, I r- 
R er, 1 le COMMISSION Has 1] ry sdietion over Ene st “UIT Issues O] 
me vately owned electri ut lity companies serving the people 
i State: we have prescribed a uniform system of accounts; and 
- { uthority to Inquire mto the propriety ol any contract 
of ese operating’ compan Ss nay make ith av ulilinte of whos 

eV OWN » percent or more, In the instant erase ench of thre operat iy 
‘i- panies owns Bd pereent ot the stock ot Paeifie Northwest Powe 
- We have been informed that the companies sponso rin o the Paerfi 
in North vee Power Co. propose to sell equity SEK urities ] . ordet to 
vf unds with which to invest mM the new gen rating compa Vy. \\ 
" vy such — comes before us for aetion your committee may b 
h red that we will examine closely the propriety of any such 
; nt and the effect it will have he ge the cor Sunn rs ane nvesto 
: tlhe opel ating COM panies subjec to our urd dietion 
. The test which our comn nission a pres rhe With respect | 
% suance of securities is that it must be compat ble w h the p 
7 terest. One of the matters which we would have to determine 
oncludinge whether the issuance of such securities was compat Ly |e 


790389—56——_17 
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th the publi est would be the capital structure of the wene 
pany : } created throug the issuance of stock 
; o 
} rt ) na’ co panies 
| aa Sa to assure the committee that the enactment « 
1] i } { ] ] : 
». » WIT hot, 1 mv judgement, atlect 1n tiie slightest degree « 
] ] 
} i i pInmnIOn, COM) lete aI iitv to ulequately recu 
{ T1¢ { eo the pe pl of mv State 
] 1 
j { } ( { e] Oo} }] Pp! Serv, iii the po l ( 
~ I and [ex ve Commissti to deal with any type « 
\ \ Li he Compahy Let ntended to cover, \ 
5 } ‘eer 
e time i rs to me that this legislation will tend to e 
we T { I tallat ()] ot large economical venerating plants \\ 
44 COST pOWwe!] to th neonple of Wash neton State. 
| } ( vy ¢ a anee fT it mvestol owned til ties live 
eC R cy lat oO} defin tely 1] the pn blie interest so lo} 
= 1 > Lreasonal le relation hp between the cost of such reculatio 
} | ] 5 rr] ] 1 
ithne protectlo t aol the consumer. Phe latter hould not 
I 
me [oO pay, i r. the dollar expense and the cost of delay { 
] ] } } 4] Le 4 ” 
l O} ( merely aupl ite that whieh its ov 
] 1 . . 
state 1 1tO1 nl es 
lt ] S. 9645 ] ( ls the eonsnumer w 
} f rn 1 C ) 
rye ite \ ( opportu t\ present t ( ( \ wes 1 
l mmittee 
& ito} Past RE. \I c Yeomay se | Want To t | ani Vou first of all f ¢ 
1 > ‘ Bes ae 
ring beTore . Inasmuch as you are a publie official and woul 


be impartial in this matter, let me ask you this question: Is this mat 
ter to be resolved as a contest between public and private power? 

Mr. Yeomans. No, sir; not in my opinion. That aspect of it, at 

ast as far as the legislation is concerned, I can see no problem ther 
at all. I think it is unfortunate in a way that the Pacific Northwest 

happens to be the only proposed utility at the moment whicl 

e to band together a group of operating companies. But ] 

am sure that it is a system, or a design which is going to become mor 
and more frequent. 

Senator Pastrorr. Would you call the contemplated project one in 
the regular form of expansion ? 

Mr. Yeomans. Yes: I would. 

Senator Pastore. Are you familiar with the standards that are set 
up by the SEC, Mr. Yeomans? 

Mr. Yeomans. I can’t say, Mr. Chairman, that Iam. That is, I 
know in a general way, since I am presently in the regulatory busi- 
ness, What they would look at in determining the matters of capital 

ructure and securities. 

Senator Pastore. You represent the State of Washington ? 

Mr. Yeomans. Yes, sir. 

Senator Pasrorr. Is this the only utility company that furnishes 
electric power in the State, or are there others? 

Mr. Yromans. No; there are others. There are 3 large privately 
owned investor power companies, 2 of whom are represented in the 
Pacific Northwest Power Co., but all 3 of whom are under our juris 
diction. And of course there are other public power bodies together 
with one private utility which have formed a council to do exactly the 


} 





eenerating p jars and facilities 
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1e thing ultimately, developing ona group-participation ba Is large 

{ > Sc) 117 not an uncommol} t} O 
senator PASTORE. And it 1s your testimony that this particula 
‘¢ will insure to the benefit of the consumer in your State? 


ro 1e¢ \ ) 

| Mr. YEOMA Ane. Yes, sir, and that is sp only reason that I am here. 

I | elieve the : bility ot these compan s to band together al d purchase 

low-cost canes is 1n the consumer interest and in the interests of ¢ 

State. 

Senator Pasrore. Will any of this current be sold outside of the 

State of Washington ? 

\ir. Yeomans. The current will be sold in a number of States: 

Washington. Oregon, Idaho, and Montana, ia a grid system 

11s ilready established. 

Senator Pasrorr. How would your local commission assume ju 
( f that were an interstate transaction ? 

Mir. “Yeom: \NS. The subsidiary would be under the ur d tion of 
I* eder: LP wer Commission. But the Col 1] anies which are par 
pating, two of them are under our jurisdiction. Before they cou 
» the necessary capital to purchase the equity stock in the North 

( Power Co., they would have to come to our commission for a 

ority to raise that capital, 


' S } S } 
\s | mention in my statement, we would at that time oO into the 
ableness of the project, the capital structure and all other thine 
1 we the ue rht were concerned, were a2 matter ot coneern to ol 
OomMn 1) 


Senator Pasrore, Thank you, very much, Mr. Yeomans, for ap 


pearing 
fr. Yeomans. Thank you, Mr. Chairman. 
Senator Pasrorr. Mr. Gilman ? 
Mr. Gilman, you may proceed in your own fashion. 


STATEMENT OF WILLIAM C. GILMAN, OF THE FIRM OF W. C. 


GILMAN & CO., NEW YORK, N. Y. 


Mr. Girman. Thank you, Mr. Chairman. 
Mr. Chairman and gentle: es ttee : My hame is Wi 
C, Gilman. I live 1 SAR PORS, SM and I Lv partner in the firm 


of W. C. Gilman & Co. cenalen ne engineers, ‘5b Liberty Street. Ney 


I am appearing here be Use L feel that the amendments to the 

Holding ¢ gs v Act contained in S. 2643 are of oreat importance uu 

issuring an quate supply of electric a at reasonable cost 

roughout the Wakes. [ shall give you specific reasons for this opin 

on but first I should like to cite briefly my Sialic experience and 
koround which forms a basis for this opinion. 

senator ener Ilow do you appear here today, Mr. Gilman ? 
In your own ‘apacity as a citizen or representing someone / 

Mr. Girman. In my own capac ity as a citizen, ves. 

Senator Pasrorr. Al] right, sir. In other words, you are not on 
retainer by anyone ot ‘ f the e companies that micht be interested in the 
passage of this bill ? 

Mr. Girman. No, I am not, sir. Iam here at my own expense and 
by volunteering to come when I heard this thing was before this com 


mittee. 
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Senator Pasrorr. I don’t question your position, but I thought 
ould be stated on the record. 
Mr.GitMan. Yes, sir. 

since eraduating from Massachusetts Institute of Techn ogy as al 


electr eal engines 2 19Y5. | have heen eng ved in almost all phase 


of the electric utility business. 

[ started work with the General Electrie Co. and while there 
CHILE din the de 310), development, and sale of ele trie equipment 
publie utility companies. 

Later I was employed by Central Hudson Gas & Electrie Corp. and 
C sure lina Power & Licht (Co. Wn the operating end of the business. 

From 1928 to 1935 I was employed by the Kquitable Life Assu 

fe Society of the United States in their investment cle} artment, and 
i? nvestigations, stuclies, and reports on most of the major publ 
ity companies of the country in connection with the selection of 
tne se urities of these companies as an investment medium for th) 
policyholders’ funds. 

In 1935 I came to Washington and joined the stat? of the Securiti: 
and Exchange Commission. I assisted in the selection of personnel to 
xdminister the Publie Utility Holding Company -\ct of 1959 al 

iter became the Director of the Publie Utilities Division which 
respol sible for the statf administration of that act. As the first Dire: 


f the act, the legislative history of the act. and I was responsibh 


r the early development of the rules ana regulation Ss under whi 
the aet was administered by the Commission. 


tor of the Division I eave a great deal of study to the backerown 


Since 1937 [have been a partnel of mv present firm which is e? OHO 
in consultation service with public utility companies, commercia 
banks, institutional Investors, and investment bankers. Our work wit 


utility companies and investment bankers has had primarily to do 
With the development of financial pla S for publie utilities with 
] ? P 


VIE) oLr o 


taining the large amounts of capital they have required at 
num overall Cost. 


om 1950 to 1952 while on leave of absence from my firm I was 

resident ¢ f Florida Power ( Orp., a large and rapidly erowilng elec 
tric utility operating in Florida and southern Georgia. While I wa 
[ had full responsibility over all operations including difficult 
Jems of power supply and financing. 

There have been mat \ technical development >in the field of electric 
power generation during the last 20 years or since the Holding Com 
mar Let became law. Data already before this committee shows the 


trel ndous advances which have been made in increased s1ze and 
ficiency of modern generating units and reduced fuel consumption of 
large thermal units as compared with the smaller units of former days. 

The capital cost per unit of installed capacity of the large-sized 
modern units is considerably below that of the smaller sized units and 
the operating costs are also much lower per unit of output. Under 

insound and uneconomic for many of the 
small electric utilities to build their own venerating facilities with 
sized units. 

The combined eapital costs and the operating costs of such small 
units result in a high power cost which has to be borne by the cus: 
tomers In such cases the sound and economic course to follow is 
for such utilities to join tog ther in the construction and finaneine 


today’s conditions, 1t 18 1 
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of a jointly owned facilities which gives the benefit of a lower capit 


st on which fixed charges have to be paid, a lov er Cost of Operatlo 

nda decreased amount of reserve Capacily which has to be supported, 
Aca res ‘such jointly owned devel : har 11} 

\ i result of suc 1 JOINTLY OWne deve Opment there will be almo 

wavs a lower cost of power to the consumers and lmproved financial 

results for the utility. Generally speaking, the most feasible way to 

. . 1 ’ : " . . ° 

do this is through the creation of a new jointly owned generating 
ObwWpAHY which Is separately financed but with Common stoe] ul 

oting’ control resting with the cooperating 
~ practh able to have the physi al tacilities ot the ve 

owl ed ly the separate companies, 


It is my personal opinion that had the present-day economies of 


rF companies. It is usually 


( 


ee-s le power supply been visualized by the leaisla ors In 1¥oo. 
come language as is contained in S. 2643 would have been 
uded in the original act in order to provide an automatic exemption 
yn the ae of su h owning companies in order to encourage thi 
eflicient lar@e-scale product ion of electric power, 
| cahh Give an example from Hh Owl experience oft where the fon 
tion of an eflicient jointly OW lit (| Venerating Company Was hindered 
the present wording of the statute. For a number of years, prio! 
to 1935, we managed the operations of a small electric utility company 
\\ Ve mine the Western Publie sery ice ( iO, 
Kor vears prion to 1955. we, alone with other electric utilit 
\\ yoming, ie id purchased i sul stantial portion of our power require 
} { ict through pavinents for this power had provided financial 
mort for the Bureau of Reclamation power projec ts in that State. 
Llowever, as the power loads oTew and with the application of the 
called preference clause we were told that sueh power would be 
arawh Trom us and made available to REA cooperatives ana 
other preference customers. In order to meet this situation and to 
re our customers of an adequate supply of electric power, we, 


e with other public utilities in Wyoming, had engineering studies 


ide of a jointly owned generating plant which would be mou 
| ] 
| 


eh hore eflicient betli ath Oi ls pi} i DOulle aS Separate 
punIes, 
These engineering studies were exhaustive and demonstrated clearly 


that such a jomtly owned generating plant could be set up at very 


ibstantial savings in both operating and capital costs. A very 
portant stumbling block which prevented the setting up of this com 


panv was the language in the present statute which we felt wou 
ne us within the Holding Company Act. All of the compan 
volved were regulated as to rates and finane ne and other matt 
the Wyoming Publie Service Commission and al! had been, at 
time or other, subject to the Holding ( ‘ompal \ Let 
\ independent operating companies releas (| from the re il C1 


f the Holding Company Act we had no desire whatever to agan 


bject ourselves to the additional regulation of the Securities and 
| «eh inge Commission in Was ineton. 
My firm has done a great deal of work in the Pacific Northwest, and 
im generally familiar with the power supply problems which exist 
there. We have worked with the privately owned companies in 
aren and for a number of years were retained in such matters by 
e Department of Public Utilities of the city of Tacoma, one of the 
itstanding municipal electric systems of the United States 
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Ve presented testimo \ for the city of Tacoma on their lare 
Cowlitz Hydroelectric develop ment, before the FPC, which grant 
the license for the construction of the two hydro plants on the rive: 
I have done some work on and am generally familiar with the obj 

ves of the Pacific Northwest Power Co. which proposes to buil 


1 tly ow ed hvdros lectric projects in the Pacific Northwest cur" 
\s everyone Who has exXxa nit ed the problem knows there will eXI 
a ° . } 
( ear Tuture vears a serious power supply prob le mM uniess som 
thing done promptly to speed up the inst lation of additional g 
ng capacity in that area. 
In my judement the } age of this bill will remove a roadbloc 
h nov. eX] ts and will allow the compal 1es to move ahead wit 
A 
1 , VE led cde elop ent 
T ] 


I have the same opinion with reference to companies which are pre 
posing to join together in the development of atomic energy plar 


Che company of which I was formerly president, Florida Power Cory 


recently joined an announcement with Florida Power & Lig! 
Co. and Tampa Electrie Co. with reference to such a jointly owns 
sooionar Re . 

I doubt ry much as to whether they would be a to sul 
themselves to overriding regulation by the Securities and Exchang 
C nas would probably be the case unless thi s bill becomes law 

I have read the memorandum of the Securities and Exchange Com 
mission dated February 7, 1956, and find that I diss igree with a num 
ber of their comments. 

or example, in the comments of the Commission, considerable 
diseussio =; devoted to capitalization ratio standards and the i 
ference is certainly created that if this bill passes unsound financia 

t? res ll result with detriment to investors and consumers. 

In mv opinion there is no justificatio n whatever for this coneh 

sion. No responsible operating utility head is going to jeopardiz 

inancial standing of his company by entering into unsound ar 
rangement He has too n ich at stake to do sO. It is true that he 
inte) ted in obtain he the lowest nossible overall] cost of power an 
nt erall cost the capital cost is of great Importance. 

[t is further possible that soundly set up generating companies maj 

tart out with a common stock equity ratio of less than 30 percent 


sv so doing the capital costs of the project are lower than they would 
high equity ratio and overall power costs are consequently 
lower. Financial safeguards are: 

1. The self interest of the sponsoring electric company. 

29 State reoul tory author ities. 


> 


5. Investors who may buy the senior securities of the generating 
company. 

I submit that these safecuards are adequate. 

Incidentally, I might state that from my own experience in the 
regulation of telephone companies which generally have high equity 
ratios, IT have found many State regulatory commissions who have 
been severely c ritic: | of the e policy of high equity ratios on the cround 
that it is unnecessary ad results in an excessively high overall cost 
of capital. 

I believe that the broad objective of the Holding C ompany Act was 
the correction of financial abuses by holding companies which has 
largely been acecmplished and that the prob lem of an abundant 








(y 


Be 
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ACT, 


PRESID! 


iwply of low cost power should be left with the ope 
panies, the State reoulatory authorities and the Kec 
i ommis on without overriding reg lation by the Se 
exchange Commission. 
[i on that t passa Ol bill 1] 
e1O} ent of an ever immer Ino pp ot | erect) 
void unnecessary — ition of regculat dl | 
ely be in the abil interest 
| yop eee Sho sound 1 \ ver Te l 
the Securities and Exchange Commission in Washineto 
lity Opel it] Oo companies, clready SUT ( Le 
| QO) en Federal ecu 10) wl e ) int 
iting comp nies in the manner set forth the 
s r PASTOR I eit that generally speakn t 
{ } hat ther ) hine in S A eC 
( obi ves | rio We Publi | \ I] Oo 
Act ? 
\ir. GQGILMAN That eorl { Phat exXa \ \ O11 
‘> r Pasrori Thank ou ver\ verv 1 \I (Fi) 
\] (ril N | mK VO 
. itor Pastor I understand t sa er wit 
f O ! luied but ) 
STATEMENT OF ALAN W. HASTINGS, a TANT TO THE } 
GULF STATES UTILITIES CO., BEAUMONT, TEX. 
Mr. Hastrincs. My name is Alan W. Hast I am 
e president of Gulf States | lita 0. 2 Le Wont, 
{ 1 ren of \ ! If SS ited Lou 
Lex Tt extend vestward from Baton R we, Lia 
c tf const and to the eentral part of Texas, northwe 
nial distances adat- ad weet of 586 tail 
(x lf sstite hasan l ed { nterest mn these am Lyne 
l nt developments now ery e area 
Our service aren | been the site of very rapid developn 
wv chemical industry within the last 20 veal Law oman 
1 S industry are abundant here salt, sulfur, o lu | Was, 
od water supply. Deep-water transportation for bullx « 
o available in Baton Rouge, Lake Charles, Orange, Beau 
Port Arthur. 

Our service area is a substantial segment of a larger are 
If coast which has become the levy chem il center of 
producing not only refined oil product . but a wide list « 
hemicals including rubber, ethyl] fluid acids, cement, pla 

hemicals, and m Wy other related produ 

Other witnesses appearing before this committee hay 

bstantial economies that can be realized in the operatil 
power from building very large stations—I refer to Mr. 
testimony and also the economies in the cost of money t 
realized by setting up a large generating company as a 
erving several utilities, or a utility and a large industry 
to Mr. Gilman’s testimony and others. 

If this ame er we re made to the Holding Con 


states may well be ; le to reduce the cost of 


pany 


Po 


Nov 


el 


—_ 
4 


INT, 


\I 
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‘ustomers tl rough being ar" to install larger size generating stati 
in cooperation with other utilities or with industrial companies a 
do it with lower cost money. This would be particularly importa 

respect tO an atomic powerplant where large siZe may be a pl 
essential to developmen { 

Gulf states Utility Co. has had preliminary discussions With 
least two prospective industries in the area served whose steam and 
power needs are such aH al jointly owned generating plant bu 
cooperatively with us n nig] it add to the ec onomy of both the indus tr 
and ourselves. It is also possible, that 2 or 3 neigh oring utilit 
might well wish to cooperate in building a very large generatin, 
station and thus obtain the economies possib le through this metho 
of expanding capacity. This would be particularly likely as atomi 
energy tec hniques are improved. 

Neither of these kinds of de ‘velopme nt would be possible witho 
an amendment to the Holding Company Act which is here proposed 
I would urge that it would be to the benefit of the rate payers in th 
aren served if such cooper: itive developme! it were made possible 
the passage of this amendment. 

senator PASTORE. Why do Vou Say that neither of these kinds ( 
development would be possible without an amendment to the Holdi 
Company Act as here proposed ¢ 

Mr. Hlastines. Historically, Gulf States Utility Co. was a subsid 


iaQr'y ey of a holding company. At the time that its holding 
company was broken up, or the system was broken up—Enginee1 


-ublic Barsien Co—it had an independent plant, Louisiana Stea 
Products, which served the Esso Standard O11 in Baton Rouge and als 
the Ethyl Corp., large power customers also using very large amounts 
ot steam. 

The amount of steam supplied directly for their processes in th 
ndustrial plants was about 3 million po yunds of steam an hour. The 
separate organ ization of this p lant in the first instance was given up 
and the Louisiana Steam Generating Corp. was merged with the 


Gi oe States Utility Co. at that time in order to bring the Gulf State 
Co. _ eae r being a holding company which otherwise it woul 
h » been if it had continued to have the Louisiana Ste: am Generating. 


Tl ec that they \ oul | hesita te to go back j nh for t he same reasons 
Perhaps you may say it is prejudice. You have heard a good dea 
about it in the last several d: Lvs, as to the lack of desire on the part o] 
utilities to sub ject themselves to regulation as holding companies. 

\gain, if such a pl: int were built cooperatively with an industrial 
company, Which might be the case—you see these chemical plants need 


large amounts of steam as well as power, and they are very large 
plants. Phe largest plant in Texas, I ee the largest powerplant 
n Texas, is not owned by a utility but by the Dow Chemical Co., of 


Texas City. This is the kind of thing that is necessar y in the area. 

[ think that any industrial company would hesitate very much to bi 
involved in anything that would make them a utility or a holding 
company under the act, and therefore we would not be able to attain 
this kind of structure. 

Senator Pasrorr. What do you think of the argument that has been 
made that if you are not primarily in the utility business that you 
would automatically be entitled to an exemption? Wouldn't that 


apply in your case ¢ 
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Mir. Hasrines. It might apply. It is a little like the situation of 
Allis-Chalmers witness’ response. There is a natural fea ron the 
it of an industrial company to bring itself into even a position of 
yr for an exe miption. | think it would be very difficult to ray . 
Senator Pasrorr. Are you familiar with the bill, Mr. Hastings 
\Ir. HH ASTINGS. Yes, | believe so. | rerh: aps not word for word, bial | 
nk that I know what is in it. Section 5 is what we are talking 
out. 
enator PASTORE. Does section 5 inelude industrial companies that 
re not public utilities / 
Mr. Hastines. No, I don’t believe that it does. But if they did jomn 
such things I believe they would become utilities and would then 
come subject to jurisdiction or at least would have to ask for 
xemption if they tied into the situation in such way, because the 
(inition in the Hol ling Company Act—of course they are entitled 
exemption under the IHlolding Company Act where their main 
ness Is “app that of venerating and se ling power, But the particu 
ir thing hat is involved here, as I see, it, is not so much whether 
ey are owners or not as to whether or not the Gulf States Co. can 
e the kind of capital structure for such a subsidiary conipany to 
ld oa cooper itive plant, that is, use a high debt ratio and obta il} 
‘ost financing which materially affects the cost of the power 
produced, 
Just as the Pacific Northwest Power Co. could obtain a considerable 
ction in its capital costs by having a separate corporation financed 
high debt ratio, Gulf States could do the same thing in co 
peration. 
Mir. Ropcrers. Mr, ¢ ‘hairman, may I make a remark for the record 4 
Senator Pastore. Yes, sir 
Mr. Roperrs. IT am George Rodgers. I am of counsel for Pacific 
Northwest Power Co. Iam not sure that we are comple ‘te ‘ly In necord 
the interpretation that Mr. Hastings has p laced - the act as it 
now written—on the bill as now written. We do have another 
tness, however, who does, as I understand it, intend to propose 
mendments to the pe ee bill which would permit large industrial 
olpanies to join with electric utility companies in the constructi 
nventional 
Senator Pasrore. But as the bill now stands, section 5 applies Ol ly 
» ¢ peratine utility companies. 
Mir. Ropcrers. Yes, sir. 
Senator Pasrore. And does not embrace indust 
Mir. Roperrs. That is correct. 
Mr. Ha STING B.. pe rh aps should not have tried to G1Ve Ql Interpre 
nm in its application to industrial companies. I think, if Im 
ly so, Se ae that the - 
Senator Pasrorr. We are not being critical, Mr. Hastings. We 
re merely clearing up a point of ambiguity that was raised by you 
terpretation., I think we have it straight now. 
Mir. Tastings. Thank you. 


/ 


! ial companies 


L\ 


Senator Pastore. Tam not critizing you in the lea 
LilanK you very, very much, ~sg 9 — 
Hastines. Thank you, Mr. Chairman. 
enator PAasrore. That Col fudes our list ot witnesses today. 








| ( oO te { er im s matter, Mr. Cisle1 
\] (ISLE] Sent is e.1f it will be of ( ice 1 would 
Olrad ao se But | j { 1 d LO errup Vou! orderly pl 
( tt t me ye | do so—lL ki 
( O pia ! { Litel O r there s anything in 2 
LOT" hit OT e% ( ( nection with electri pov 
opment t| \ d other countries that would hay 
\ o } this quest t would | of ally Va to vou, I O 
( Happy to do so 
> tor Pastore. But you are not making such an offer at tl 
| ae : 


Mr. Crster. No. I would not make an offer at this time unle 


‘ r W . 
st or Pasrore. | derstand that 
\\ i\ ~ | we TOL l OE Wi Lie \ 
eC] f ¢ t for thi \ Is there a Ise here from out 
who would be prepare testify ft oon and who wo 
onvenienced if he | e back 
No responst 
S Pasrore. ‘TJ Cha hearing any response, assul 
not the eas 
I ( oul o for the day We hope to resume tl 
We had hoped that we might have | nes starting 
nex Tuesday at J] o clock. [ have been not d that there ar 
yle quarters 1 e can u Possil Tuesday afterne 
ret facilities. In the meantime we shall leave it this w: 
( ! ( tit ung these hearn os next week. The CC unsel oft t 
subcommittes ll notify whatever witnesses we know of. and 
those who intend to testify might indicate that to the counsel, Mi 


Robert T. Murphy, if they are not already on the list. 
(nv witne { or all witnesses w \] be notified by Mr. Murphy as te 
hen we \ 1] resume the hearings next wet k. . 
Che committee is now in recess. 


(The reupon, at 2: 08 0 cloc] p- m., the subcommittee v as adjourned 








AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


TUESDAY, APRIL 24, 1956 


COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 


SUBCOMMITTEE TO CONSIDER S. 2645, 
Live ubcommittee met at 2 p. m., in room G L6, United States 
pitol, the honorable John O. Pastore, presiding. 
Pre nt: senator Pastore (presiding ) and Senator Potter. 
Senator Pasrore. The committee will come to order. 


1 ] 1 r r1] 1] = | 
Mir. Clyde ‘T. Ellis will be our first witness. You may proceed 


own style, Mr. Ellis. 


TATEMENT OF CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION ; secon 
BY DR. CLAY COCHRAN, ECONOMIST; DR. HENRY BLALOCK, 


ECONOMIST; AND ROBERT KABAT 


Mr. Ennis. My name is Clyde T. Ellis. I am general manager of 


National Ktiural Kleetric ( oOope rative Association. which the 
il service organization of the RE A-financed rural electric sys- 
the United States. Nine hundred and twenty-nine rural elec- 


tems and State and regional associations, or about 91 percent 
total, are members of this organization. ‘These member co- 
ives and rural power districts are composed of approximately 
743.000 farm families and rural establishments. 
Mr. Chairman, I would like to ask your permission to bring three 
er people up here in this area so that I may confer with them if 
ceSSary. 

Here at my left, Senator, 1s Dr: Clay Cochran. our economist. tfor- 
er e¢ onomics professor at the Unive rsity of Ok lahoma: Dr. Ile LYS 
\lock, who is an economist in the field of public utilities, formerly 
ith FPC, formerly with SPA, of the Department of the Interior, 
former member of the Arkansas Regulatory Commission; and Bob 
. ibat, a former manager ot i Ne Ww York electric cooperative who ] 
orking with our saamieition in the field primarily of management 

it also as a member of our atomic energy study team. 

think, Mr. Chairman, that the title of this bill, S. 2643, is a 
lishomer and that it will not accomplish its stated Se How- 
ever, we are in accord with the stated policy and purposes as set out 
In Section 2: 
We are for: 
(1) an abundant supply of low-cost electric energy ; 
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an expanding economy ; 
(o) any reasonable and fair means to stimulate, encourage, anc 
cilitate investment in phy sical facilities for the production of elect 


’ 1] ] : y 
ergy from all sources, including atomic energy, coal, oil, as, 


(+) adequate prov ision for the common defense, security, and oO 
eral welfare of thi pe yple of the — states; 
») an necessary duplication ¢ * Federal regulation wherever j 
and e spe l ially with respect to ) power. 
We believe this bill, instead of accomplishing its stated purposi 
I] have ger erally just the opposite e@ fect: therefore we are Oppose 
to it, principally for the following reasons: 
(1) Section 4 would create a monopolistic nuclear heat indu 
iree ol Federal regulation. 
2) Section 4 would deny to the American people many of 
bene its ot their own SID billion investment in nuclear developni 
{ ) Section » would create a whole hew class ot power-colmMpatl 
monopolies with automatic and permanent exemption from the Ho 
ao ( ‘company Act of 1935. 
1) The bill would lay the basis for the destruction of the Secw 
les and Exchange Commission and the Holding Company <Act. 
(5) It would weaken the whole field of Federal, State. and | 
regulation. 
(6) It would preve} t the development, or tend to prevent, the ci 


’ 1 
Ve LOp rie nt of low-co power. 


Let me digress a moment to emphasize the farmers’ interest in lov 
cost power. Then iral electric systems are obliged to purchase whol 
sale most ot the nto r tl ey use, then distribute or retail it to then 
selves over their own rural lines. 

During fiseal year 195 they purchased wholesale 16,.216,442.80 
llowntt hours of electri t\ AT A total cost of S1 L)S06,074. They pul 
t of it from the perro Sone ies at a total cost ( 
bye. They paid the priva ‘companies an average of 8 mil 
per kilowatt hou for this Si taaals power. They purchased Ov. 
l ieir whole nate a7 1, yply from Federal and other pub lie a vel 

cles at a total cost of 169,540, at an average of 5.5 mills pe 


AS vou know, there has heen for some years a rap ily dee lining Nie 
le to offset their dec] lining income I 


) 
ele ‘ctric energy for manpower, provided 
‘igh cost of distribution in the relatively 


farm mcome Farmers are al 
smal] extent WD substitutin og 
iow. Despite « ur hh 

thinly settled rural areas, the “wholesale power cost is a substantial 
part of the farmer’s individual electric power bills. 

The electric power industry is by far the fastest growing major il 
1 —s Y l os e | oe ,* 
dustry in America. It 1s and has been for several decades doubling 
ts production every 714 to 10 years. 

I call your attention to the financial page, page 14 of today’s Wasl 
Post. which carries the little box that appears there freque ntly, 
wvoduced by Edison Electric Institute, an organization of the Ameri 
can power companies, eaded “Electric Power Up; First Quartel 
956 Output Mh whip kx: Gains 180 Percent in Decade.” 

There is just 1 ther miajol American industry, we believe, PTOW 
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The rural electric segment of the power industry is GTowing even 
ster. It is doubling Its use approxunately every a years. About 
, percent of the rural electric systems are in trouble on their whole 
ile power supply all the time. From everywhere we constantly hear 
e ‘ oW here are we eoing to vet the power /” Our rural load 
ive aaa orown to the point that to double our supply ag 
il problems, not only for us, but also for those who sup ply us. 

do not mean to say that I think a continuing supply of low-co 


cll pose 


farmers than to the whol 
onomy, but we know what it means to the farmers. And if It means 
F the farmers, then, 1] 
hk you have before you in this bill a phase ot one of the biggest 
roblems facing the Nation today. 
Section +4 would create a monopolistic nuclear heat industry, free 
ede . ral regulation. ne ot the prine Ipal purposes ot this bill 3 
free Troms regu lation under the Holding C oOmMpany Act any company 
owns or operates facilities for the production of heat from 
al nuclear material when such heat is used in the generation of 
etri energy. Any such company, regardless of the makeup ot 
Poi sorine companies its holding companies would not be a 
iblic utility under the Holding Company Act, and would be free trom 
rulation under that act. 
Vir. Ennis. Yes, Senator, that is my understanding, 
Senator Pasrore. Does that make any differ i to ~~ position / 
Phy nuclea ur reactor company’s” stoc k might | » held | OAS COM 
e 1] companies, ( ‘onl Cc ompani les, @ lee <ric comenaiide, & SO long 
i aa i reactor company, ¢ ‘eated and owned by these com 
es as its common stockholders. is engaged only in the production 
ieat from nuclear material to be used in the generation of electri: 
hergy, it would not come under the jurisdiction of the Holding Com 
nv Act.t Neither would any sponsoring or holding rn he- 
mea public utility unless it is otherwise deemed so under the Hold 
¢ Company Act. 
Section 4 of this bill would amend section 2 (a) (3) of the Holding 
ompany Act by adding the following: 


etric power IS any more lmMportant to the 


much to the whole economy as it does to 


No company shall be deemed to be an electric utility company within the mean 
¢v of this section if its only connection with the generation, transmission, o1 
tribution of electric energy is the ownership or operation, in whole or in 
t, directly or indirectly, of facilities for the production of heat from special 
ar material which heat is used, directly or indirectly, in the generation of 
ectrie energy. 
If this bill is passed, we believe it will promote the separation in the 
ture of the comp: inie s that produce auclear heat from the companies 
it generate electric energy. This would mean that any combination 
of companies could v0 tovether tor the product ion of heat from nuclear 
hergy W ithout being subject to the controls under the Holding Com 
pany Act—except, of course, as any of them might otherwise be 
r the act for other purposes. To evade regulation, the « om ny 
erated to provide and operate the atomic facilities to produce heat 
ould be separate and apart from the company generating the electric 
ergy. 


Section 2 (a) of the Holding Company Act declares that electrie utility company means 
company which owns or operates facilities used for the generation, transmission, or 

tribution of electric energy for sale, other than sales to tenants or employees of the 
iny operating such facilities for their own use and not for resale, 
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Heat, | { ery nature, cannot be transported for any great d 
’ thout very great losses. Therefore, the atomic reactor mu 
i I » | Y plant con\ tinge the heat into elect 
| rporation owning the atomic reactor would not bi 
d. there f¢ ould be free from all Federal reeulatic 
| CO) nes « rt] ! t¢ hich are not othervw 
ver busn would not become electric utilities and ther 
( ot e recu { 
= 1° AST¢ Mia | Li point 4 
\I Cae: SN 
~ r Past Representat i the Federal Power Comn 
| tl b oo 11" 1 Tie lassificat 
ty Utility Ho Company UA 
ould not ( from | Power Comm 
) eC) ( c ot ¢ l Ve 
\I = { t [lo ver, 1 
I ( { over ct 
1 SEC reculat 
[a ibor 
\} cibie then the 
CRN “ at e 
L b Of com the nonutilities would no 
: | ( 1) Uiv bY myst 
rman, Mr. Kuykendal 
14 QO ans r tn que Lit 
if ( oO} a ) id not remo\ 
f f ‘ | ral Pov AY 
Mr. Bratock. Sr t i reactor company is not 
tilitv, and if it is not a public utility it would not be subiect 
j ral P ‘ (et yop 
Ss or Pasrorr. No, only for the purposes of the Public Utility 
Hol Company uA¢ ( is to any other. The minute that the 
noeac ( f generating heat for electricity, which 
1} porte | tel il tive Kede il Po er Commission would heave 
l sdictiol Is \ that I don’t believe the ponsor of the bill 
or the cospr ris aU ta tage ora 4 stage ¥V lline Lo relieve any 
Ich Operatl from Federal] supervision in that respect. Let me 
mak clear If the ambiguity exists it should be clarified. 
You and I are interested in the same t he, Whil Vou say the 


bill doesn’t carry out the stated objective in t 


he bill, 


ie preamble of t 


are nevertheless both interested in cheaper power for more people. 


That is your business. 


I like to boast of the fact that that is my responsibility, too. That 


exactly as | fee] about ] 


t 


As possibly 


you know, I am a member 


f the Joint Committee on Atomic Energy, and I have been very 
much disturbed as to the development of affairs since the 1954 atomic 


energy law was passed. 


I think that y 


our association was more 


or less opposed to the 1954 amendment, was it not ? 


| Mr. 


Enis. Asa whole we were opposed to the bill. 


Senator Pasrorr. The reason I say that is because you have ad 
vanced the argument that is usually raised on the floor, namely, that 
here the United States Government has i 


ivested $15 billion in tech- 
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Joov. re earch. ana development that belo os {¢ all the peo] 
ought ot be monopolized DV any madividu i, SToun * 
als, or any corporation. Lam not going to argue that po 
i one of those who feels that the job Is somewhat lnvoing Che 
“f heme done aus co cientiously md expedit ously as it ould 
e, Certainly no publi MiOney how bere appropriated to 
' e extent Tol PLP ype 0 { (roverhnme! { la ae , x 
© with reactors. We are doing some but I am sat 
noug Ru rbas ad clic { ( Ifton } ye \ 
i { lieve pment OF Ve to \ en | (xt ’ ist 
| Vit il ic! hit ed Vil { ( = Ey (| tiie «| é hl 
( part of le british representatis to vet « Wil { 
go reactors I i Mmanuracture OF powel 
i ( i ( evel { WKWINYO { ol )} 
t tv ol eul 1O} Puslo | ! | 
, rhe rie Oo 4 {| 
i hich ire ( 1 to 
1 l { oo! } | ! 
i ersh ( i 
money O] » CO) a 1" il aL a }) 
I hnece OVce » | y tO io Ot } 
i ( ( (aly Ol )} hile ra t\ 
( bert Ct ore mel ne \ 1 { th A 
( ev tor re rcn «i vel nment ¢ iV. vii le ( 1] 
eto ction 4 be any dill nt 1f 1 ere €o ad toa { 
p of various groups’ Would that titer your point of 
othnel word ek ection + were col fined to a iohnproht Opel 
{ hanve VOur OplhIoONn mn anv way, ol would that atte Vou 
( It ve ur prepared to answer it momentarily, if y« 
dL like to olve { | 


some thouonht, do “QO. 


Phe reason why | siv that is because | knov the uttitude of your 


WIzAtION WV hich ] decdiented Lo bringing cheaper power oO more 
ple, and it carries tremendous weloht with the Conere ss of the 
ted States. Would the fact that this were 2 nonpro it operation 


your Judgment as to this bill? 
Do you want to think it over / 
Mr. Enis. I may want to amend my answer later. But [ would 
olf the cuff, in response 
Senator Pasrorr. And furthermore, provided, of course, that it 
e retained under the supervision of the Federal Power Commis 
mn, or the loeal commission if it were purely an intrastate operation, 
Mir. Ennis. My answer would be that it would not change my atti 
de toward the bill. . 
Senator Pasrorr. Not toward the bill: toward the section. 
Mr. Icnwis. It would not change my attitude toward section 4+ he 
iuse the controls would still remain the same and the area of heat 
roduction, which is a vital part of electric energy production, and 
vers a vital part of the cost and a substantial part of the cost of it, 


vould still be outside of SEC regulation and therefore would be out 


de of effective regulation insofar as the SEC area. of regulation is 


oncerned because FPC would not cover it, and in my opinion further, 








26S AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


the sume reasoning that Is applied by the power companies, ostensil 


least. for wanting out from under the SEC regulation, speaks itse 

asthe answer to the que stion bec ‘ause if the re were e ite ctive regul: ithe 

r EPC, or the same type of regulation, then the power compani 
either coat e asking to get out from under SEC regulation 
they would also be asking to get out from under Federal Power ree 
lation, I think. 

I think that some of these companies actually may be set up as nol 
profit organizations. I believe that one of the big ones is set up that 
way. I believe that Walker Cisler, who represents the biggest grou 
of the companies that have ve put together in this area, testified 
during the hearings before the Joint Committee on Atomic Ene rey il 
response to a question by Senator Anderson, which appears on pag 

YD of part II of the three-part hearings of the 84th C oneress, Senato 
pot ‘rson asking: “Changing to the non-profit organization from thx 
organization you have does relieve you from the antimonopoly Worr) 
does it not ? 

“Mr. Cister. I believe that it would; yes,sir. I think it is a sounde: 
wav to do business.” 

I don’t think, Senator, that the control situation would really b: 
( nan substantially, even if it were made nonprofit. 

nenior Pasrore. The SEC does not regulate the rate, does it / 

Mn. “tus. No. 

Senator Pastore. The Federal Power Commission does that. 

Mr. Evuis. We don’t think the Federal Power Commission has much 
to say about rates. Only where the power moves in interstate com 
merce does it have anything at all to say about rates. We think that 
the factor determinants are such things as SEC has control of to a 
large extent and the production of heat is a principal area of the cost 
where these cost determinants are found. 

If | may go ahead, Senator, I have covered some of this. 

Senator Pasrore. I just want to clear one matter. I am not trying 
to influence your judgment on this at all. I hope you understand me. 
I think we ought to at least get our predicates right as we go along. 

Section 4 envisions certain corporations getting into research and 
development in the production of heat—and to me I will tell you ver) 
frankly that it ought to read heat and/or electric power. 

There are certain interested companies of an industrial character 
who do not today come under the Publie Utility Holding Company 
Act. The program of the Joint Committee on Atomic Energy con- 
templates that such industrial companies will pool their resources in 
order to do this job. 

Do you take the position that merely because they get into this new 
phase in which they are being strenuously invited by the Federal 
Government to partic ipate, where they have already been reluctant to 
do so, that such in itself should subject them to the supervision of 
SEC under the Public Utility Holding Company Act? 

Mr. Exuis. Yes, if they subject themselves to a program that is a 
part, an integral part of electric production, then they should come 
under the SEC regulation in my opinion. 

SEC must be able to follow on back to the source or it simply will 
lose a great deal of its effectiveness. It is conceivable it seems to me 
that all of these companies might be nonutilities, nonholding com- 
panies. They might even be power companies, though, that are not 
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under the Holding Company Act. In any case, the production of 
ac pa ity is largely the production of heat because the generator it- 
elf and the oper: ation of aaa nerator is a small part of the total of the 
two, ‘te production of heat and the conversion of the heat. 

All the generator does is convert the heat into a different form. 
Phe generator itself is a small part of it. The production of the heat 
= the bie end of it. So that that must be under it, if we are to have 
effective SEC regulations. It is not only because of that but it is 
ecause of the fact that we are ePoing to get again uncontrollable 
pyramiding in my opinion, unreachable pyramiding by the regulatory 
bodies, if section 4 should become law. 

Senator Pasrore. What answer would you make to the allegations 
lready asserted here on the part of certain industries that the effect 
ot this would be to deter the realization of the dream of production 
of electric power by nuclear fusion so as to make it competitive with 
the use of conventional fuels? Are you disturbed by that in any way é 

Mr. Exxis. If 1 follow your question you are saying 

Senator Pasrore. Their argument is that unless this legislation is 

acted this will have a tendency to deter their participation in this 

trictly research and deve lopment stage, the effect of which w ‘ be to 
deter the realization of the dream whereby we can generate by the 
vay of nuclear fusion, current or power which will be competitive 
vith the use of conventional fuels. Does that disturb you? 

Mr. Exnis. This disturbs me, if I may answer the same question in 
this way: That these companies are asking a price for participation, 
is monopoly always does. These companies are asking to be freed 
from something they evidently want to hide in order to participate. 
It is my opinion that any effective real research and experimental 
program is going to have to be largely underwritten by the Federal 
Govern ment anyway. It is the lack of leadership right now in AEC 
that is giving us the stalemate that we are in in my opinion. 

It is not because the law isn’t all right as it is, in my opinion. And 
f this bill were enacted I think we would still get the same kind of 
demand out of the power companies for AEC underwriting and par- 

Lerpation that we got, for instance, in the plant that is being built at 

hippingport by Duquesne Light Co. This isn’t the first time that the 
power companies have set a price on participation. They have de- 

anded Federal contributions in many ways during the war and since 
the war in the accelerated tax amortization program. Walker Cisler’s 
company, the Detroit Edison Co., has from time to time set a price on 
ts participation. It would not import power from Canada unless it 
were freed of certain regulations; it would not join into the efficiency 
pool of the area with other companies unless it were freed from FP C 
regulation. Many of the power companies in this country are under 
SEC regulation and are under FPC regulation and they seem to be 
vetting along very well. We don’t hear any complaints from them 
that they are being held back. But it is these companies like Detroit 
\dison who want no regulation apparently, who want nobody looking 
it their books, who refuse to participate in these wider programs as a 
ice for participation. I don’t believe it is real. 

I don’t believe their claims are genuine. 

This separation of heat production and generation of electric energy 
by separate corporate ownerships would bring about confusion and 
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ould have to 
xed ly the ow} 
Wuation. 
Imagined 3 other 


FON TO 


\ the Atomi 

I We have al Oa 
it Company A the first group, is the same as Company \ 
cond group. his we think would be a very serious situation. 


MLL CONSTITULeS a major part of the cost in the 


eration of electric power. If the pn ce of the atomic heat is unrecu 


ed, Then a tbstantial part of the cost of producing electric enerey 


} 


I] be unregulated and the public will have little control over the 
rice of electric energy. 

enator Pasrore. Before you go any further, now that Mr. Potter 

n the room and he is the sponsor of the bill it was always my 

inderstanding that that production of the heat would be under the 
upervision of the Federal Power Commission. 

[am afraid if you assume that that is going to be a separate opera- 

mn Without any supervision at all on the part of the Federal Power 

Commission, then I think we are all misunderstanding the purport 

of this bill. We want to make it clearly understood. Mr. Potter is 

ere now. [think the record ought to be abundantly clear here that 

ho one imagines fora moment that it is eFoOIne to bea sneaker, subter- 

fuge or seuttling of Federal supervision. I would be the last person 

the world to be alined with any such bill. And if I have been de- 

“l then T want to know it, too. But I don’t think that is the case 

! I have studied the bill. \nd as we have already brought out at 

these hearings, in no way do we mean to effect that situation. Insofar 
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that bottom circle on the screen is concerned, tha nes under 
deral power control if that heat or that electri ity ge itself into 
ferstate Commerce, and Is under local control if i 
mmerce. 
Mr. Exxuis. It is our opinion that under the 
pany would be free of F PC control. 
enator Porrrer. This has been discussed previou 
there 1s no intent by myself to have that bi 
etly willing to have language to make 11 


] 
bil 


COL 


not the case. 

Exiuis. May I ask you, Senator Potter, this one que 
actor company were hol enenged hk Ihterstate commerce 
itor Porrer. It would be subject to the regulation of 
» Utilities Commission, or whatever it might be. 


] a | ‘ ] . . 
nator Pasrore. Provided it wa completely inti 


Minis. That one of our points. Pre W re a completely 
ration, so feu ‘ IC }> (ion CONCETPNE 
tate, even hough the mterstate ow a} hip were | 
, then we fear th: under the aet and belt 
he reactor company ( | SU] il] not he under EPC regul 


iif not then it is our opi ion that we are back under the old holding 


eve th 


lays when the State commissions, unabl ach these 

out ide the State, and ina 1s ramiding ituati sin , would 
itble to make proper regulatory 

nator Pasrore. Aren't we now building 1 straw man? Let?’ 

his picture clear. Let’s assume a very large State that may have 


t}) 


i 
Uf dozen public-utility companies, they are : in the same State 


nd this is in the same State. All of the electricity manufactured 
| distributed is all within the same State. That isa function within 
he State. 

Llow can there be any pe ril if that all comes under State regulation ? 
If this one compan is outside the State, then the current that roe 

ere is in inte rstate commerce and we have been told by the Kederal 
Power Commission that even if a decimal] of this production vets out- 

de of the State they still have ae ‘Those questions were brought 
up here. 

We don't want any misunderstanding because as I have said before, 
[ wouldn’t be aligned with any bill that would be used as a subterfuge 
tO get any of this out of Federal control or State control if 1 s either 
n interstate or intrastate operation, 

I would like to get those predicates straight. 

Mr. Exuis. 1 follow you. I didn’t make my point clear in this 
respect: These companies being the owner companies of the atomic 
reactor company 

Senator Pasrore. And the distributing companies at the same time 
of the 2 within the State. 

Mr. Exiis. We had assumed that one of these companies is the 
sume. Well, two of them, A and B are the same. But if the others 
of these companies were out of State, so far as the owne rship 1s con- 
cerned, before the heat and before the generation, then in our opinion 
FPC could not reach these companies under this bill. 

Senator Pasrore. If this electricity is being manufactured in Rhode 
Island by the atomic reactor company, and if this electricity is being 
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distributed in Rhode Island and Connecticut, then this comes under 
Federal power jurisdiction. If this is all distributed in Rhode Island, 
It comes under the loca | I} ode Isl: and public utility commission. Gy 

s different than that we have to correct the bill. We ought to get 
our signals straight on that 

Mr. Evurs. I think you have to correct the bill. 

Follow me with this a moment. The electricity will not be gen- 
erated here in the atomic reactor company but heat transferred to 

iother corporation. If one or more ot these four holding companies 

out of State, and not under F PC, and maybe not even an electric 
company, m: aie not even a utility company— 

Senator Pasrore. I don’t want you to assume that because that is 
not the fact. Because as far as I am concerned this whole operation 
is under FPC if any part of this electricity at any one of these points 
gets out of the State. I wouldn't like to assume that because that is 
not the fact. 

Mr. Evuis. If any part of the electricity gets out of the State that 
may be true. But the control and ownership of this atomic energy 
company, of the heat-producing company, may be out of State be- 

‘cause I'PC, under the present setup, would not begin to touch the 
situation until electricity is generated, as we understand it. 

Senator Porrrer. In other words, what you are saying, Mr. Ellis, is 

ie fact that if the generating company can be intrastate, selling their 
electricity intrastate, one of the parent companies to the reactor com- 
pany is outside of the State, that the local power commission would 
have no jurisdiction to touch that company, and it still wouldn’t 
come under the Federal Power Commission ? 

Mr. Exvuis. Right. It would still be out from under both of them. 
One other way to think of them is all of this on the left side of the 
chart is section 4. That is the atomie reactor company. And all of 
this on the right side ot the chart. where the power is generated and 
distributed, is under section 5. 

Senator Pastore. The Federal Power Commission has already 
answe ja the question that insofar as they are concerned this heat, 
whie . goes for electricity, is heat that is still under their supervision. 
For that reason in order to remove the ambiguity I am perfectly will- 
ne iat this bill should be corrected to read, “heat and/or electric 
power,” so there will be no question about it. I don’t want any sepa- 
ration here that breaks the line of supervision. 

Mr. Eviis. We agree with vou on that. I will go one step further, 
as we have it on the chart. You have to back it up one step further 
from the atomic reactor company to include the controls of whomever 
owns the heat- produci ing company. 

Senator Pasrorr. Yes. Let’s assume that that is the case. Then 
what is your reaction to section 4? If this whole operation from the 
use of nuclear fusion up to the distribution of the electricity to the 
consumer is controlled either by the Federal Power Commission if 
any part of that distributed current gets outside of the State, or is 
under State control if all of that current gets in the same State, in- 
cluding the production of heat, then what would be your position 
with reference to section 4? 

Mr. Eiaiis. Then I would be for section 4, provided the controls of 

hich you speak were the same controls as are being removed from 
SEC 
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My point being that you are simply removing a kind of control here 
from SEC which no one else will have. Because it has to do 

Senator Pasrorre. I am removing the duplication In my question 

Mor. Ennis. The ‘re is no duplication in our opinion. We don’t thi 

SEC re oul: ition Is in any wise, In what it does, either in actually 

it does or in effect, a duplication of the FPC regulation. They 

re two different types. And under the law itself, wherever there is 

| apparent conflict in the language, the FPC bill, I believe it is by 

inition, must vield to the SEC bill. Therefore there is net duph 

ation, we think, of jurisdiction of regulation. It is the kind of regu 
on that we wv ill be losing. 

Senator Pasrore. I think we are belaboring the point. 

Min. ILLIs. Not only would the price ot the heat not he subject to 
regulation, but the nuclear heat company itself would be free of regu 
lation. Its securities, accounts and service would not be subject to 
regulation. 

De . pite t he fact that the atomic heat industry for the veneration of 

ic powel could readily become one ot the most Important indus 
>in the future. vitally affecting the welfare of he entire Nation, it 

mild be free ot 1 deral regulation. 

(nd certainly, under these circumstances, such a giant interstate, 

nopolistic heat Industry would be far beyond the reoculation control] 

ny State or city, 

It is contended by supporters of this bill that this freedom from 

oul: ann un der the Holding Company Act is essential and necessary 

order to bring sponsoring ¢ omps nies together to “ty ide for exper 
entation, 1 search, and devel iOopme nt in the nuclea heat Industry 
But they never quite say why, at least to my calcitic: And IT sim 

y can’t see any reason why it is now necessary to eliminate the pro 

etion of the heer som. Company Act, which has been safeguarding 
The pe lic in ‘est for the past 20 years, and thus olive these companies 

free hand to do anyth Ing they want to in this field of nuclear head for 
eal gene rat 1) in order to bring about researe h. experimenta 
~and le velopment. 

Certainly the nonutility companies are already free of the Holdin 
Companys Act, free to do all the research, experimentation, and devel 
opment they want to without coming under it as long as they stay out 
of the heat-reproducing end of the electric business 

Exemptions already possible: We Americans have been proud that 
our industries have been able to go forward, experiment, do research 
work, and make progress within the framework of our existing laws. 
Ifowever, there are means and provisions under the Holding Company 
Act for exemptions, where necessary, in order that the companies 
micht develop along these lines.’ 

Asa matter of fact, the Yankee Atomic Electric Co.. organized by 
the major New England electric utilities for the purpose of develop 


1See, 2 (8) (B): “The Commission, upon application, shall by order declat 


company s not a subsidiary company of a specified holding company ide! 
if the Commission finds that (i) the applicant is not controlled, directly o 
such holding company (either alone or pursuant to an arrangement or ur 
with 1 or more other perso ns) either through 1 or more intermediary persons 
ins or device whats ver: (ii) the applicant is not an intermediary co ) 
which such control of another company is exercised ; and (iii) the man 
of the applicant are not subject to a controlling influence, directly or ii 
olding company (either alone or pursuant to an arrangement or understa 
re other persons) so as to make it necessary or appropriate in the publi 
rors or Const! rs T il ify. ic if ) hieet TK 


} 


wosed in this title upor ibsidiar on nies of hol 
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whed eXemp 


as applied to 


investmen Our atomic 


a vast public domain, 

and public resources 
the taxpayers at fabu- 

the streams and forest 


uld not be given 


) a | monopoly 


pecome 


none amo 
BSoUurce, C 


“tt. De LOND to fT! 
vers and climate of this country of ours. 
inregulated private exploitation by huge regio 


s created by this bill. 


of the Commission in the matter of Yankee Atomic Electrie Co.. 
the Connecticut Light & Power Co., the Hartford Electrie Light 
Service Company of New Hampshire, Montaup 
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70-3396, dated Noy. 25, 1955). 


sachusetts Cos.. Pr 
England Electric System (file No. 
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We want rapid and effective civiliar 
a result of this expenditi 
+ ie I’ ilt of this e mh S lnve 
t of all of the peop le of this country. 
We beheve that this S15 bi 
isto have an almo endle 
Wr alize that many of our 
a hetfore i 


from tl 


al fron 


\\ eek, 


rot Tal 


om-tueled renerating plants to be built in Minnesota and M 


We firmly believe that wi h the advent of civilian atomi 

new day is dawning in the low-cost eneray supply + 
or the present at least. our only hope for an abundance 
cevel oped and our fossil] fuels diminish, Is from. atomic reactor heat. 
lf we are to preserve our very existence in the future and make po 
sible an expanding economy, and if we are to preserve the streneth 


electric power in the future, when our feasible hydroelee 


nd security and defense and general welfare of our people, we must 
not let this source of heat —_— be bottled up by greedy regional 
power monopolies th: 1b OW ill s tand in t he very eateway s of commerce 
and exact their toll before the peop le ovener ally « ‘an carry on aX tivities 
essential to their well-bei ing. 

One of the greatest — that could happen to this country 
if this bill passes would | ’ tO force upon the Am« rican people the 
necessity to obtain their atomic electric energy from huge reeional 
monopolies that are wholly without the sphere of Federal reeula 
tion. 

One kind of monopoly that I have in mind is the Power Reactor De 
velopment Co. of which Mr. Walker L. Cisler is oceutelinll Mr. Cisler 
stated that 26 companies, 17 utilities, and 9 industrials have signified 
their intentions of becoming sponsors of this reactor company. 

To show the far-flung territory served by the utility companies 
sponsoring this combine I have prepared a chart shown here on the 
screen. You will note that these companies extend generally from 
Canada to the Gulf of Mexico and cover a oreat deal of the eastern 
half of the United States. 
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Senator Porrer. Suppose this was just limited to the developmental] 
or research stage ¢ How could there be a monopoly then 7 

Mr. Evuis. If it were electively held to that stage, and there could 

an effective cutotf before transition into the actual operation, then 

ink the effects of this will greatly diminish. 

Ho. vever, we believe that the companies are driving hard to capture 

eld of atomic heat production and atomic generation of elec 

c power, a we don’ think that they are too much interested 1 

ie dey elopmental phase. We think it is the monopolistic isiatiies. 

nator, that they are drivi Ing for. 

Senator Porrer. Isn’t it true that the Congress has urged private 
ndustry to contribute funds for research in this field? Which is in 
the pu iblic inte ‘rest Which is more a monopoly. ‘To have a large 
se tup within its own company confines a developmental program for 
Its oWn use, or for some ot the Se companies, ies ag ab ly small coMm- 

es, to pool their resources to conduct a research program. 

Mr. Ennis. We think it is a fine thing for them to pool their re 

irces. We are working with some of them right now. We think 
that with proper leadership from AEKC—certainly Congress has 

AEC, it seems to me, the ri bg car that could be imagined 
ith proper leadership from AE CO e think we could have a dynamic 
program right now and without any change in the regulatory laws. 
~ Senator Pasrore. What kind of dynamic program’ You mean 
by assistance with taxpayers’ money / 

Mr. Exuis. We think we would have a lot more than we have with- 
out assistance beyond the present stage if we simply had the right 
attitude at AEC, although I do not think that since the Government 
has such a vast investment, tremendous investment in this program, 
that it might well go the one step further of seeing this program 
through to actual conversion of the atomic heat into electrical energy, 
even to the point, Il would Say, ot passing the Gore bill and setting up 

few Government e xpe -rimental plants. 

We are not advocating that the power companies do any less than 
they are doing. We will work with them. We would like to see 
the m do more, We are song to be buyi Ing our power from them. the 
oreat bulk of it, for a long time, throughout the States. 

But we think that to the extent that they gain a monopoly in any 
area, the rates go up. We know that. We feel it. Rates are going 
up now around the country. We are in rate negotiations now through- 
out the United States with the power companies, and they are raising 
rates on us again. The line on the chart that for so many years went 
down, due largely to technology, is now going up, both rates to the 
consumers and to us for wholesale power. 

Senator Pastore. I want to say this to you. Iam inclined to agree 
with vou to a large measure. Of course in 1954, when we passed the 
\tomie Energy Act, the same arguments that you are making now 
were made in resistance to the bill at the time. 

If we are reluctant now to allow private industry to enjoy this 

stment of $14 billion, and we allow the Government to keep on 
spending money, later on naturally we will be in the position, if we 

‘e consistent, to allow industry to take advantage of let’s say $16 

It is the question of when are you going to turn this over, 
ve get down actually to the business that the Federal Govern- 
self is going to nationalize this entire industry of production 
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of electric power through atomic fusion and then allow all private 
companies and public companies to buy the current from it. 

That is the choice that you have to make. I thought the choice was 
made in 1954 when the Congress said, “We will allow private in 
dustry to come in and do this job.” That is the intent of Congress. 
It is now the decided policy of the Federal Government to allow pri 
vate industry to engage in this venture. 

The question that confronts us is how far is this job going and 
really are the obstacles. Reasonable-minded men can disagree as to 
that. But somewhere along the line it is a question of when do you let 
go of this monopoly, either on the part of the Government or on the 
part of private industry. 

Inasmuch as the Atomic Energy Commission will retain title to all 
nuclear material, and must do so under the 1954 law, much of what 
ulvancement can be made along the lines of monopolistic ideas will 
depend upon the decision of the Government as to how much nucleat 
material it is going to give out. 

So this isn’t a question of relieving the responsibility of Govern 
nent because Government will always have to decide who is going 
to get the nuclear material and how much of it. 

Do I make my position clear on that ? 

Mr. Exxis. Yes, sir, and I agree with you on that that we have to 
make some decisions. But I think that the decisions rest first with 
(EC, or with persons who can control SEC. I think that the problem 
Ss not ra where Government is going to invest, or priv: ite aus 
re gvoing to invest at this stage, The immediate and urgent proble m 
s getting it done by somebody. 

The private companies arent doing it and the Government isn’t 
oing itso Tam agreeing with you that it must be done. 

Senator Pasrore. That is what bothers me. Nobody is doing it now. 

Mr. Exuis. Let me show you where I think some things can be done, 
Of course, | know you don’t have all this before you and you couldn't 

on it if you did at t this time. But the power companies are lite: 

lly r aiding the Federal Tre asury on the accelerated tax amortization. 
I think it is about SI. TOO 000 000 that they have gotten in ncconeration 
hax aneehitabions cantitie ates since the beginning of Korea There e 
in effect, and the Federal Power Commission has said and the circuit 
court of appeals has said, “Those are in effect interest-free loans which 
over a 3314-year period will amount to many billions.” It will run 
approxim: ite ‘Ly S4 billion, which is about as much as the Federal Gov 
ernment has invested in the total Federal power program, which i 
more than the total loans to the rural electric cooperatives. And that 
won't be recovered. T hese others will. 

And I am not criticizing anybody who supports any of these me: 
ures but Tan ) simp ly saying that here is another instance where the im 


portant companies are demandin a downstream benefits. They hy 
] 


I ills he fore the C OnLTess, ON projec {SW hie h t]) 1e \ woul develop, \\ 
we thi ink is wrong. And they are now pushing to be I nid for 
ne their lines off the | lighway s, Which will run another billion o1 
nour estimation. 
The re are Just so many areas where they are demanding these t 
amount to raids on the Trea 





1935 


t seems to me 
ior are appropriating 
COl 1pal 1eS how 

her and the 
. ; 
l le by compariso 
as ol the Treasury. 


er company 


nn from the Hold 


of atom power pro- 
neaged in the ge 


hatevel 


lOnopoltle nit 


oldi oY 


tly from the H 


are now 


vy combinations that wi e wholly exempt 

hat justification there is for this special privileged 
. Lam not quite a 1e understand. 

from the applic ation of the Holding Com- 

lity company not otherwise deemed a hold- 

act which would normally become a holding 

its acquisition of 10 percent or more ot the 


ich meets certain conditions. These exempting 

i] F company ec uld not own any distribution facilities. 
les owning the generating-company stock must be 

v or holding companies operating in an area within which 
roduced can be economically and feasibly transmitted, 


| 


lities must be interconnected with the facilities of the 


All energy generated and sold by the generating company must 
oO its stock or to the United States, a 
, or any political subdiny ision or instrume ntality thereof. 
In other words. if this senerating company sold any of its power to 
a farmers’ electric cooperative it could not obtain an exemption. 
Senator Pastore. Say that again. 


sold to the companies ownin 
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Eixis. The bill specifies to whom t] 
Ing company in order for 
remption. 
Senator Pasrore. Isn’t that restricti 
hat 1s s ught to be avoided here 
Lt Holding 
1 1 


ine here th 


Company Act. They | 
at would actually spread out 

ion business. I thought the e were Wi 
of enlargement. If you allowe« 


eO ahe id and begin to disti bute current 


! 


lly violatine the very concept of the 


Act, which we are trying to avoid. 


words, the Oniy reason why thi =f 
new resource will he lointly cle vel 
Ives can get the current to sell more cheanh 


\ 
, 
] lau } 
Cais. i vou atiow the 


yners of its vn then you a 
tility Holding Company <Act 
it they were words of limitati 
“~tuis. You have within the elec 


four segments. You hay 

distribution business: VO 
hich are in the distribution 

i have the power districts which 
i : 


tribution business, but which 


bhic -and vou | ive the rural electric coopet it] 
ned private enterprises. 
Senator Pastrorr. That distribute current ? 

us | 1 


Mr. Fiuis. That distribute current. Most of the } 


;wwer 
I 


in the country is distributed that way, more than half of it. 
‘only CYrOUYD that is excluded by this language is the f 
cooperatives. The only 1 of the 4 groups. 
Senator Pasrorre. Under the effects of this bill could vou get 3 or 4 
rural electrification companies to join together to create a generating 
ant of their own. provided they took all the current? Doesn’t 
is bill allow them to do it. too, if thev wanted to? 
Mr. Exuts. Yes. Senator. 


Senator Pasrorr. Doesn’t this allow, let’s say, a municipally owned 


? 
utility distributing company to become a part of this combination 


of people to build one big generating plant? I thought vou weren't 
excluded in that respect. 

Mr. ELLs. The bill would permit that. I am sure. But the power 
must be sold, and as we understand it all must be sold, to specific 
eroups named here. 

Senator Pastrorr. Who are distributing 1n an area? 

Mr. Exvuts. Who are distributing ? 

Senator Pastore. You could very well yourself get in with 3 or 4 
other distribution companies and get into the creation of this new 
firm for the purpose of generating current more cheaply. You could 
do that vourself. It doesn’t exclude vou. 

Mr. Er LIS. If we did it we couldn’t buy any of the power 1 der the 
language of the act because the language says to whom the power may 
be sold. 


Senator Pastorr. To the people who participate. 
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Ieruis. No. 


Pasvore. I think we ought to be clear on our predicat 
| 


» If you are in the distribution business and you sell current 
stomers and you feel that by getting in with 2 or 3 other publi 
tv companies in that area, selling to companies also, you can get 
| rand bu lda st ‘am plant whereby togethe you could genet ite 
urrent more cheaply, this bill allows you to do it, too. 

(And if it doesn’t, I am going to have it written in there. 

Eros. Thank you, sir. I appreciate that. I think if we we 

participating with these other companies we might buy it 

it - were not, then the language spec ifies spec ifie: ally t¢ 

Lay be sold, and we are not included. But here is the ] ran 
problem really, a it isn’t the thing 

Pasrore. I am not quarreling with you. I am trying { 

the lai cuage of what this means. We would like to know ow 

Ives what the observations are, 

Go ahead. I don’t want to in iterrupt you. 

Mr. Exris. Here is the practical problem, particularly in Nev 
England. We have five little electric cooperatives in Maine. The 
ire very small. They are in marginal country. They are having 

at difficulty getting along. They are paying as high as 2 cent 

kilowatt-hour wholesale for power. They are too far apart. One 
hem is way up right on the Canadian border, in the extreme north 
Some are down toward the southern border. They are too fai 

apart to join toget he r and Ae hi eve any efficie ney in the developme) I 

of their own electricity. They are completely at the merey of t] 

commer ial companies. 

We have three in Vermont. The one in New Hampshire is larg 
It might even go into this production itse agi I don’t eer But cei 
tainly those in Vermont are too far away from e ich other, yr at least 
one is too far from the other two to ar in such an arrangement. 

We have in New York State co-ops generally scattered over thi 
State. They are small. They would not be able to join together. 
Our co-op at Chugat, Alaska, serving more than 9,000 people, whic h 
is more than the 5 in Maine serve, has itself made a pp lication to AEC 
It might be big enough to stand on its own feet and do that. 

In \ ehigan and Minnesota groups of our CO-Ops have joined t¢ 
gether. But they are generally in good usage areas. The people ar 
not seattered so much as they are | the Western and some of the 
Southern States, and have made application to AEC to generate thei 
OoWwh power. So we are not really talking about those areas. We are 

ing about the areas where, by the economic situation, they would 
| led from joing together th mselv 36 and perhaps would be 
the opportunity to join together with the commercial power 
lies, because we are usually denied such joint efforts with them. 
ator Porrer. What language are you referring to when you 


| Stee es. ae lnded ? 
e@ erectric cooperatives are exciuded ¢ 

“1 > ly ° t } 
guage on page mead Y Trom the 

ine at 2. on page » 

voting securities of suc] upany are owned by two 
holding companies which themselves own or operate 
companies own or operate through subsidiary com 
which located within an area within which 
company can economically and feasibly be trans 


are 
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and sold and are physically interconnected with the facility 
‘ither by direct physical interconnection therewith or entirely 


ities of one or more of such electri utility panies ¢ 
tV system or systems of one or more of uch holdi 
the facilities of the United States 
has limited if wholly within 
ie facilities of the United States 
‘uinentality. 
; ; 
strictive language prov idine to Whom the 


excluding all others, and excluded would be 


Pastore. Not directly from the electric-energy ] ; 
vou are not proposing to part Ipate in that jornt enterp. 
at doesn’t exclude vou from any contractual situation that vou might 
with lane companies from which Vou are already DUVING 
ale. I don’t see where that changes that at all. 
could imagine, under this bill, that even a rural electric corpora 
on, could become one ot the partners ot any such venture. I think 
language is sufficient to permit that. 
r instance, these groups up in Maine maybe would not get into 
venture but they could join with 2 or 3 other public-utility§ com 
ies and say, “Let’s have one big steam plant that we could eco 
omically operate, and let’s all share in the current that is generated 
that steam plant.” _ they couldn't take the heat or the ele 
tv out of that newly created steam pl ant and let’s s ay sell it to Los 
\ngeles. They coul In’t do that because it is not integrated in their 


ry) 
Ail. 
' 
i 


If f am wrong about that I would like to be corrected. I thought 
as pretty clear on that subject 

Mr. Exuis. I think you are right in that statement, if I understood 

The only thing is for the most part we think thes would 

to join in with them, and since we could not join with 

»are not big enough, we are not closely enough together, the 

rural electric rs age to jon In it, the re fore we would 


therefore we would just he O} the outside ee. oO ie ()f cout e 

‘couldn't get in any other way that we see, 

Senator Pasrorr. I don’t want to quarrel with that. I just want 
to _— up the inte - of the language. You are talking about the 
practical phase of it, of course, whether or not they would take you 

t might : say thin that I don’t believe that this idea to exclude 
you from rid ing directly from the generating plant was aimed at you, 
the REA. It was aimed at somebody e Ise. No one wants to creat 
gain these new monstrosities that we actually eliminated when we 
passed the Public Utility Holding Company Act. Because if we al- 
owed this new oo ation now to step 1n, and begin to sell all over 
he country as it pleases, then we would be falling right back to the 
ld days prior a 1935. 

Senator Porrrer. Then you would have something. 

Senator Pasrorr. We want to avoid that. That is why it was writ- 
en in there. 

Mr. Einis. We agree with you. We had not thought that it was 

us intended, directed at us. But you see we would be at the mercy 

{ the other distribution companies. 
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his point that we have just recently con 
» Federal court at Columbia, S. C., du 
anies, over a hundred of them, joining 
led that they are in open competition for 


rthat. We have be ying 
rked with them in some areas, we will wor! 
here we can. But they made it a major con 
week-long trial that we are engaged in ope 
on for the same peop yle — 


you see, if we couldn’ generate oul 
| ring to do it now, . it wou 
of atomic power 1 ‘rom thes 
who claim that they are in open warfare 
true, the way they contend, they could cut 
hey are moving into our areas all the tim: 
hey do invade our territories to do that 
under the law, even if we could otherwi 
ey \ ld never permit it as long as we are buying ow 
le power from them. 
think of the idea of writi n@2 a nol 
in that section whereby within a 
iesired to participate, that was al 
its offer should not be discrimi 


is bill must be passed . 
[ am ne saying that this bill must be passed, 
rrecting 
. it would be a fine ideas Ac ‘tually the whole con 
as a distinguished Ik awyer, is that the power company 
y, and that the people must be in position to call on it 
hich they need. 
oe able to do that around the country how, And 
. » we are able to call on them we ret the power with 
or we get it at such extremely high prices that it just ruin 
s to elliciel tly serve our people. 
de ‘k on the sereen, com 
tO Ci 5 ere. 
in REA member, and B, C, and D 
| ies. Let’s assume that B, C 
ld this thine. A found out about 
into 1t, too. After all, if this is 
into this, we feel we would 
, of course, they could j 
It is our agreement among 
before the Sku.” But let’s 
in the law that where a proper otfer 


Islon 
l ed system that there could be no diserimin: 

n. o A to come in. 

What do you think of that / 
Mr. Eros. I think it would be a fine thing. If we didn’t have con 
trol, of course, we m ont not have too much to say even if we were in. 
Senator Pasrorr. You could have more than 10 percent. You 
le] } 


vad. 


} 


eredy allowllh 


ave what the rest 
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Nia. ISLuts. I{ we had 10 percent | t| 
Y On pretty well. 
senator PASTORE, Will you col tinue please, 
Mr. [oy LIS. The issuance of secu ities by the vel 
en h electric utility or holding’ ( ompany ow o 
ubject to the jurisdiction of a State commission or an agency or instru 
entality of the United States. 


! - 
i WOU! 


] { ] Saab ‘ j 
(t like to eall VOour attention to some prot 
pany monopolies which v be] yeas 

—{ prototype were devel 


issec| Upon bvthe 


] 
DpLile 
Lt 


the Commission’s su 


Dasis subject to the pun" 


tw hed to reconsider the matt 
: a *. 
The first of these prototypes 1s the 


Kl I. i S huge generating plant Was con 


your permission, Mr. Chairman. | will flash On the screen here a map 


i 


ySuUpPpLly energy to the atomic energy plant 


hich will show the service areas of the faa (lun g and 1 trl ile 
le sponsoring companies which make up Electric Ene 
You will notice they run generally from t! 
; )} bpPahtles are the 
Ox 


Service Co. and Kentucky Utilities Co. a1 
ions of the Holding Company Act ex ept s 


i 


‘eas of these companies, as you can see on the sei 
| from the northern part of the State of IHlnois—from the G 
ake down through the Mississippi Valley to the Gulf of Mexi 
Senator Porrer. Was this exemption shown by legislation or by 
ng of SEC? 


Mr. Exurs. By SEC ruling. 


eke was financed with 95 percent debt capital and 5 percent equity 

tal, which could be approved only under conditions of national 
lergency and not then except where there is a contract with the Gov 
ment that would safeguard and protect the debt capital In) almost 


vy eventuality. 


il Illinois, Kentuel ind Union are publ 
Union are also registered holding companies, 
\ f North American Co., a registered holding company I 
» exempt from all the provisions of the Holding Company Act other 
linois was exempt by reason of having filed a statement with the Co! 
ky Was exempt by virtue of an order of the Commission. 

9 (a) (2) (it shall be unlawful) “for any person (i. « iny registered hold 
or subsidiary company thereof), by use of the mails of any means or instru 
of interstate commerce, to acquire, directly or indirectly, any security 

blie utility company, if such person is an affiliate, under clause (A 
sec. (a) of see. 2, of such company and of any other public utility 
ny, or will by virtue of such acquisition become such an affiliate.” ; 
eses supplied from prior paragraphs of act.] 
Memorandum opinion of the Commission in the 
» Co., Illinois Power Co., Kentucky Utilities Co., 
> Company of Missouri, dated January 15, 195 


as is Middle South 
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(nother prototype, gentlemen, is the Ohio Valley Electric Cor 
monly known as OVEC. I will flash on the screen a map of 1 
vstems of the companies that participated in organizing and dev 
oping the Ohio Valley Klectric Corp. This company also was 
ganized to develop power for the Atomic Energy Commission. 

It is very very similar to Electric Energy, Inc., and the type « 
wnancineg Is the Siidiie {) percent debt capital ancl » percent equ | 
ipital—and the approval by the Securities and Exchange Comn 
sion was given on the same basis as that for the Electric Knergy, li 
[ show you this as another example of the kind of farflung pov 
nonopoly systems, all or part of which would, or could, be exen 

from regulation, if this bill is passed. 
tor Porrer. They are exempt now to a major degree from 1 

Hold g Company Act. aren’t they ¢ 

Mir. Eris. Some of them are; yes. It is a combine to which 
Oo} ject, without regulation. 

The SEC has authority to reassegyt control, which it would n 
have under this bill. 

Next on the map 

Senator Pastore. I won’t debate that with you. An opposite vie 
to that is taken that they couldn’t possibly exert control over the sit 
ition that we have just talked about now. It is vour understanding 

it they could. Is that right ? 


sena 


1 


Mr. Enurs. It is my understanding that those that are now 1m 
under control of SEC would continue not to be under control of SEC 
ndaer this bill. Under U O04, when SEC does exempt a Companys 
t retains the right to reassert jurisdiction over it at some future tin 

Mir. Fenpman. Only if it can show changed circumstances. 

Mr. Exuis. Oh, yes: right. 

\ vou know, the Mississippi Valley (renerating Co., which is t 
oreel rea, Was ore@anized by the Dixon- Yates Group. Due to tl 
fact that 

Senator Pasrorre. I have been waiting for 2 weeks to vet Dixo) 
hates in here. 


Mr. Exvurs. Iam not bringing it in for the purpose you may thi 


nator Pasrore. [ wondered why it staved out so lone. 
Mr. Ennis. I bring it in only for the purpose of showing 


Senator Pasrorr. Don’t apologize for it. I have been waiti 


tol 2 
Mir. Exits. I assume now it doesn’t have a Government contract al 
more it will pass out of existence. It is a type we can expect I thn 


if this bill is passed. It is another one of those 95 percent debt, 5 
percent equity capital financial arrangements that may be designated 
as “shoestring financing.” which under normal circumstances would 
not be approved by the Securities and Exchange Commission unde 
the Holding Company Act. 

Senator Pasrorr. Unfortunately the Securities and Exchange 


Commission did permit it. 
Mr. Or LIS. Yes, Sir. Next you W 1] see on the sereen an organiza 


tional art of the companies that make up the new Pacifie Northwest 


I 
Power ( ‘O. 
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So far as I know, this is the only proposed project that would 
mmediately obtain exemptions under this bill. Section 5 would pet 
the Washington Water Powe) L0;. 2 Washi tol COrporat oO! 


he Pare fic: Powel & Light RG “l Maine COrporation : the NN aneieer 


Powel tA; j New Jel ey COrporatlon 3 ana the Portland (rene) | 
Klectric Co, an Oregon corporation ; all of which operate in the 
Preorcrtre Northwest and one of whieh is. at present, a hola he Company 


defined in the act, to acquire and hold all the voting stock of the 


Northwest Power (‘o. without HeCOMMINE A holding COMMENDS 


ie] Liolding Compa vy Act even though they would be holdine 
panies In fact. 
L fais PN PC corporation has already been orennized under the law 


(Jregon for the purpose of construct ne two subst intial livalyre 


ctrie pi nts on the Mid lle Snake River betwee) the States of Idaho 





i ()revon., It is the desire of these fou SpOHSOring hold ne-com 
es-In-fact to free themselves from the reeulatory provisions of 
Holding Company Act despite their ownership of a subsidiary, 
Pacilic Northwest Power Co., which will be engaged directly iN 
ness of product uv anid transmitting electri heray , 
VY tin onipanies are freed from regulation under the aet, it 
eved \ 1] ulopt tne old holding company device of on lhe 
yt( Y CO trol of the subsiding COPIA th i clispre ) 
mil investment e\ hi) percent, brut LLEVA mn out 
1 l Ss.) percent equit Cut lon it did in the old hot 5 
v day Chis device ould result im seri financial in 
| 4 1e fhri tusation rd Ubae mrkeet \ il lf OF Tie hola a 
“PCUTTI 
PNPC follows in the footstep f the Electric Enerey. Ine... Ohio 
1 I: ectrye (yenerating® ¢ O.. 23 «| the Mis Pp \ alley Gi herating 
Co., and finances itself either presently or ultimately on an approx 
ly 9D pereent to 5d pereent basis. or om an Sd to 15 per t ba 
tlization ratio. it will not only make for unbal: need capital U1} 
e To} the subsidiary but it will weaken the financial stability of t 
ponsormng compantle There is no Government contract to purchase 
PNPC power. 
Vecor ling to the testimony of Mr fi. OF (‘orette. pres dent of Moi 
t Power Co. and a vice presid rit end director of the Pa | Nort 
Power Co., the first undertaking of the PNPC subsid Vv ot 
ne company created under this proposed legislation would be to 
nstruct two hydroelectric projects that, togethe: with transm Ion 
| would cost S210 million. But this would be just a 
Vir. Corette states that over the next 2 venrs, the e COMMA WO] | 
ease their claims to Bonneville Power Administration power for 
ference customers and that the peak loads of the 4 . hipanres 
tat the top—owning PNPC will grow from 1.544.000 kil 
6.944.000 kilowatts by 1974-75. ‘Together wit] PaSnusste la 
t1es, (| IS Vv ould mean a capital outlay of about sv billion. It the 
r companies resell] power to others generated and transmitted | 
| | "( ', the capital requirements may be much greater than 82 billion 
Corette admitted tihiat they expect to nee thre e4 } il 
! with SS percent debt capital md | pel C equity ipital 
() this basis. these 4 companies, by invest ner } ) md boy 
vy S178 million could finanee the first undertaking o ) va) 








projects. Within the subsidiary would become a SZ bil 
mal + Oo} owned ] np ( \ Ont 0 ibined capitalizatio 
i 

s S655 millio ora e-T radsoas oreat | ey would i able te 
oO < t} bv S17 ‘ debt capital and S500) milli 
(| V capital, and } eC 1e@ss 

I se four co pi - th thre aint diary. would thu 

} the vast nadeve P¢ ter powell esi ces OF the recion, t | 
ePVerm pt from the Ont oT thre Hye ina C. 1) \ Act Tor, J rey) 

ne of these 0 Ole | es-ln-Tact - present! 

the Holding Cor Let 

1] oO nt g ao itl = TT ao ()) ride Wollid a) 
rotiure the y il power res ! s OT T s count ! 

o tut ! 1 rest es, botTHN ft sii and t i the 

I 

- ejant es that woul tke e pve it ol 
olding hipanie be ‘ e davs of the Holding Company Act 
\ xt ‘ ] } ee Thi ree ean Thatw wou t Ved 
1 er gel i | Pa North =T P er Co ! Didi) 
t hire four ce t ov t | ea ds 1) 


| ! 1 cit e te ) oft \I ( ‘ ‘ j tlyers 
leshthe aid ¢ company a ould not arise in Pa 
No. st Pr (« Puss I wish t ( e this 
f ii is l ! ‘ ( ~ im alrene ! a it iy | 
} COMDANN | = | are SubDbcoTN ree oO] Ant ! 
( \Ionon ly fs et 4“ nt e Jud We a ted ‘= ( = 
z l = ] t if ( | ( I Bond & Share (¢ 
DRACO) wan emnlow eS isk Aarti hey taltiaies ie O 
in ssreep and Plea \ ( ( : © cOMmMpanv } 


m E. Parrott, who had helped 4 
bP rCo.. was elect eretary 

Le iE BASCO se nani ( ited with so 

e hormding compa orruption oF the past, 1 Ving In to i 
( ! lovee sit ge as an ofhcer of 1 exempt giant subsidiary { 
* >} = ! Tit q Orie { Ont! } C a8 it « 

{ » old davs before the Hold ne Company Act ali at the expe 
of rate pavers and or stockholders, of course. 

Phe folloy & COHCG took place at the hearing betore the se 


Subcommittee on Antitrust and Monopoly to which I referred: 


h BuRNs. Starting when 
Mr. Parrotr. When the company was organized in April of 1954, the position 
f conroie re 


Mr. Burns. Do you hold that position now? (September 23, 1955. ) 
Mr. Parrott. Yes, sir: I do 

Mr. Burns. Do you keep any records for that company? 

Mr. Parrotr. Yes, sit 


Senator O’'MAHONEY. Wher epted the position with Pacific Northwest 


\ 
i 
1 you sever your position with EBASCO? 
Mr. Parrotr. No. I did not. 
4 S of the Antitrust Laws, Sub« ttes A st and Monopoly of the C 
J I | - Ss Sith ¢ g Ist sess., pt. 5, p. 2196 ff 
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Senator O'MAHONEY. So you are serving both EBASCO and Pace ific Northwest 
san employvet of EBASCO and as secretary of Pacific Northwest? 


° * * o * ” * 


Mr. Buns. In your capacity as secretary——L will withdraw that. In connec 

i with anv of vour duties for Pacific Northwest Co 
EBASCO for services to be performed ? 

Vir. Parrotrr. Yes, I have. 


- do you plire e orders W th 


Phere vou have it, gentlemen, the same old EBASCO. P 


wei tie 
Northwest Power Co. 1s 1n reality 


ra Vast priv: ately owned, interstate 
basco Valley Authority designed to supply its power company 

ers with wholesale power while they remain exempt from the 
Hole ling ( company Act uncer section 5. 

Vir. Corette las also testified that the colipaniles organizing the 
Pacific Northwest Power Co. do not want to come under the Holding 
Con pany Act because they fear it would force 

Ives of gas Oper ations, te lephone companies, 
erties, 

Senator Pasrore. Does EBASCO. now 
Ut lity Holding Company Act ¢ 

Senator Porrer. It is pending, [ think, isn’t it ? 

Mr. Krats. Not that we know of,sir. Iti 
Senator PAsTore. Yes. 

Mr. Exvurs. Engineering and construc pene <a It has master 
iinded many of the holding companies and holding company opera 

tious and the great pyramids of past days, of course. 

One of the purposes of the Hok ling C ompany Act was to provide 
for the simplification of holding company systems. 


them to divest them 
and steam-heat prop 


come under the Publie 


Sasery ice COM pany, as you 


To provide the 
necessary simplification of these companies in the public interest, SEC 
might require them to divest themselves of these types of operations. 
Phe need for simplification today is as great as it was then, and I 
believe there is no reason to provide the vehicle by which these com 

panies can escape simplification when the holding companies under 

Act have been forced to comply with it, such as by divesting them 

i amas these other kinds of utilities. properties, and other operations. 
Federal facilities to be used. I call the committee’s attention also to 

the provisions in section 5 which make it possible to integrate the 
generating company’s facilities through the facilities of the United 


te States, and that all the electric energy generated and sold by such 
ompany may be sold to the United States. 
This latter provision quoted would make it appear that this power 


s to be sold to some Government-owned installation, possibly for de- 


fense purposes. As regards the Pacific Northwest 


Power Co., this is 
not the case. 


There the power would be put into the Boonev ille Power 
Mi lministration system at one place and taken out by the same com 
inies many miles away at another place. 
“ha regards the Pacifie Northwest rs ower Co., 
\dministration transmission system, 


ion 


the Bonneville Power 


eattered through several States, 
vould be used as a conduit to haul newer for the companies and save 
est, 


e companies many millions in investment, with the taxpayer prob 
ibly bearing the burden, or a big share of it. This could be the begin 

ng of the downfall of the Bonneville Power Administration and 

om the end of low-cost power in the Northwest. The objective of these 








288 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 
provisions, of course, is high profits for the four sponsoring pow 
ompanies which are creating the Pacitie Northwest Power Co. 

Senator Pastore. Could vou elaborate on that a little more, exact 
how that would happen? — 

Mr. Exits. Yes.sir. I shall be happy to. 

Over the past sevel | vears, beginning with the passage of 
Bonneville Powel Act ! woul 1934. the Federal Crovernment 
been building rather large Federal hydro projects in the Columl 


bas mainly on the main stem but also on thr Snake and some ot] 
vers of the Columbia River. The Federal Government has b 
vlant transmission erids extending throughout that Northwest ‘l] 
The power companies f emselves have not noaged in this ao} 
building process to any great extent. There are few power comp 
tVreansHilssio} nes in the Northwe { Of hv slZe. Instead, they lisa 
| joined together in a pool with the Bonneville Power Administ: 
Oo] Bonneville Power is a member of the pool. So that the yo 
transmitted back and fort! through the aren almost exclusive 
\ { 10 t Federal ti ~] on | ( 

| VDA oO w them bit I al ( They extend f) 

\I { through Monta Idaho, Was oton. anal Ore 

| extend ca o Wrvo There would be no o 
I believe the companies have stated their plan 

power thre e Bo oO Therefore, if 

( ek { ract of the Federal Governn 

ect lets the ‘ (; ent fierlit bree, that 1 

‘ te) cre ] } } ot t ‘ } 1 . 3 ( } 

elr contra | { Dey rit 1 thre | t¢ 1a] 

} | e mel «| \ it would P| 
I ( i ( rt! ra TO. ( bier pro {s 1 
ye es of the e of these Feder 


| ( ba} ‘ ( ! ! 7 2 } nt. A im 
1] > 
‘ ‘ () Phpel But { 
= - i 
, ‘ 17 : 1 
; t ‘ S 4 | 1 f i? ys i ‘ s [eK 
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ey proceed: with this giant subsidiary which they have already o1 
nized in fret inthe Northwest. 
: This bill would lay the basis forthe de struction of SC and t 
Iloldine Company Act. 

Phe Public tilitv Holding ¢ ompany Act was enacted primarily 


1 . er { ‘ nD ft } | 
rabout the breakup of COMMMATIONS OF COMMPAnLes 1 the utiiit 


»drineg ‘ 

i trv While 1) ¢ Ongress hac found created serious regulatory prob 
lems not only for local and State ratemaking bodies, but for the Fed 
erad regcuiatory hodies ms well. 

(’oneress Wanted to brenk Wp the contusing ana Uneconoliie Capita 

il res of these Companies some of them stacked and PVPAMITes 


gen tiers ligh. all milking and living off the operating companies 
mevers—and which resulted im deceptive and overspeculat 
of securities mn the hands of the public il] detrimental venel 
vy to the publie terest, 


13 hal lnree. the Llolad rior ¢ OMpP Aly Yet has been well udMthistereq 
tegration of the utility industry of this Nation, has resulted fro 


ine work of the Securities and Exchange Commission. The cor 
! 
I 


qd great dbiprovement, brought about hy drastic reoroaniZation ana 


erate of ho ding company p> ranuds las hee dissolved, down 1 
iximum of two tiers. Order has been brought out of chaos. 
Senator Porrer. Mr. Ellis, didn't vou just show us some cases where 
the Commission made exemptions or exceptions that vou claimed wer 
nopolist! What about that Ohio project / 
Mi. Enis. Yes. sir, under the defense program, 
Senator Porrer. Is that one of the exrunples of the fine work of 
ie COMMISSION 4 
Mir. Ic Lis. We do not ol ject to that because 1 Wav reassert 
urisdiction when it feels it must do so. . 


Senator Porrer. Would vou object to this one in the Northwest if 


ney apphed to the Commission and received cli exemption ¢ 
Mir. Ennis. Under the same circumstances as Ohio we would not 
We did not there snd we wot le not here. There was no defense pro 


eram mvolved in the northwest. They are dome that to capture 
ie Wholesale supply in the northwest, we feel. 
Senator Por rer. You feel that is the ditlerence hetween the Iwo ¢ 
Mr. Exuis. Yes. That is a mator difference, There just Isnt any 
(rovernment contract In the Ohio situation the Government needed 
the power, had to have it for the atomic energy prograin. 
Senator Porrer. You say you didn’t oppose their application f 
eXeMptlon ¢ 


Vir. Hens No, sir. we did not. 


SEC has set up standards with respect to utility organization and 
ipitalization which are vital to utility Investors, tO CObstumers anc 
(he publie. some ot the standards Se] lip by the C OVDIPEISSLION Hye 


follows: 

i. The prevent n of interlocking relationships mnong compan 
tna COMpanV mMahagement which create confliet of interest and cor 
entration of control toa harmful 


») 


degree, 
Suiflies : k oe: } 1 or { t 
Sullicient common-stock Capital ang surplus required to protee 
the debt securities so as to reduce the dange1 of default and los te 
holders of utility securities. 
4. The avoidance of participation by utilities in other industrial 
{ Vitles, 
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t. Physical integration so that existing holding-company systen 


rest on a sound functional and geograp hic basis. 

>. impli fic ‘ation of « Cap tal structures. 

6. Ac leq lacy ot protective provisions W ith regard to securities w] 
ire senior as to the claim of the company’s earning and assets, 
junior as to control. 


The so-called burden of SEC regulation is not great when 


panies meet standards that have been set up by the Comnussion al 


when the companie ve nothing to hide. Indeed, it is genera 
noreed, | heheve, evel by the power compal les that the Hold 
(‘ompany Act has been a very fine thing for the whole count 
luding the companies themselves. 
‘| ie C OommMIissio} is npphed the standay ls \ th repsohnnbviel 
lated fo particl il sit () ‘ Ho tv “he | till lec iO Lye ey 
for reps s best known tot Th, wh it these con panies now Wahl 
STO agath col pletely ide standards and set up their own sta 


Ss Was qone Dy the hold he colnpantes before the Holding (ony 
Act was passed. 

ecesslty for control of holding companies, as set forth ll 

tion 1 (4) of the Holding Company Act is, in part, as follow 
Investors could not otherwise obtain the information necessary 
appraise the financial position or earning power of the security issu 
because of the absence of uniform standard accounts. It was found 
that their securities were issued without ipproval of local regulate 
bodies, and were issued on the basis of fictitious and unsound assets 
In othe words, the people who bought these set urities were buy ne 
“plg ina poke.” 

All this made the interest in the companies high, helped make t] 

st of the power high. They had no way of determining the sound 
ness of the securities that were offered for sale. This made capita 
for expansion high and inadequate. It helped to make rates to the 
consumers high. All of us remember the days of the Insulls and tl 
Hlopsons, and I am sure we want no part of it returned. 

[ believe that one of the pee cipal reasons the a want th 
bill — is to avoid the capitalization ratio of the Securities a 
kxchange Commission. | painted out previously that the prototypes 
of these power mono] shies have used “shoestring-type” financing 
These new “speci ial pris ileged” holding companies want to get control 
of the atomic heat Industry and wate rpower resources with the least 
equity capital possible, regardless of its effect upon the soundness of 
their ec apl tal structures, 

To extend permanent exemption to these companies would bring 
back the financial evils which we got rid of, many of them at least, we 
think, by the passage of the Holding Company Act. I believe that the 
capitalization ratio of approximately 60-40 percent, which has been 
followed by the Commission, is sound. Any appreciable deviation 
from this standard would unbalance the ¢ apiti al structure, would pro- 
vide a considerable measure of insecurity in the securities of these 
companies, and provide the basis for bankruptcy. If we are going to 
have low rates, we must have sound investment. We must do it on a 
hasis that has prove n itself in the past. 

Not only will the capitalization ratio of the newly organized sub- 
sidiary be affected by this bill, but also the capitalization ratio of 
In di ivi du: il sponsor ing ( ‘OM ps iunles will be adverse ly atfec ted. 


¢ 
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Bill would free compames for political participation. Passage of 
his bill would also free companies, which are not now registered hold 
Ing companies or their subsidiaries, from Federal control over the use 
yf utility funds for political purposes. Section 12 (/) of the Holding 
Company Act makes it unlawful for any registered holding company 
or any subsidiary company thereof, directly or indirectly (1) to make 
Tih contribution Whatsoever in connection with the candidacy, nomi 


mition, e ‘tion, or appointinent of any person for any ollice * posi 
on in a heed ‘nment of the United States, a State, or any eltanel 
ibdivision of a State, or any agency, author ity, or instrumentality ot 
inv one or more of the foregoing, OF (2) to make any contribution 

pport or in support of any political party or nh committee o1 


a thereof, 

A contribution is defined as any gift, subscription, loan, advance 
yw deposit of money or anything of value. It is Important that this 
safeguard against political activity be applicable in connection with 


ne new form ot reojional power Company monopolies contemplated 
this bill. In TACT, eentlemen, the powel mon Spe which this bill 


ld exempt from provisions of the Holding Company Act would 
xercise a dominant influence on the economie and politic al life of the 


everal a where they will operate. ‘I _ are other provisions 
the S bill, the Holding Company Act, that apply to political 
piel aaa which would apply here the same as what I have just 
tated. 
Senator Porrer. The comipanie can’t do i anyway. Aren't they 


prevented from doing that by the Corrupt Practices Act—companies 
making contributions to candidates 
Mr. Entis. The various States have the corrupt practices laws. 


Llowever, the holding company law penalties are so severe that we 
. , pan) 


nk they have had a very wholesome effect on the power companies, 
which as you know must by their very nature operate as monopolies, 
ind companies which are not now under, coming under these new 
ombine ‘ ail ly virtue of these exemptions still be free, or they 

ould be free under a situation where t hey wouldn't be free if it weren't 
for the bill. 

The FPC, I understand, does not in anywise have control over 
political contributions, 

Senator Porrer. But I think we have Federal legislation that deals 
with that where companies, as such, whether under the Holding 
Company Act or not, cannot make political contributions. 

Mr. Ennis. Yes: that are under the Holding Company Act. What 
we are saying is that companies which otherwise would come under 
the Holding Company Act but which would be freed of the holding 
company jurisdiction under this bill, would therefore be permitted to 
have freedom from the Holding Company Act in this whole field of 
political contributions and participation. 

Senator Pasrore. I can clear up that point, Mr. Ellis. The Corrupt 
Practices Act apples to Federal elections. The provision in the Hold- 
ing Company Act even applies to elections in States and_ political 
subdivisions thereof. It is much broader. 

Mr. Ennis. Thank you. 

Senator Pasrorr. That is the difference. 

Senator Porrerr. It takes care of Senators, Congressmen, and so 
forth, whether under the Holding Company Act or not. 
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NNy knnis. — e of the stated purposes of this bill Is to prevent ul 


( plicaty ot Federal regulation. We believe that there 
mcd Cul »} of | CCL] il reoulatio) n the electi ( field. The Hold 
{ N y A LO re | wnnecessary aduplieation ot Fede 

c ! \s al tt Ot ] t. the Federal Power Commission | 
vel ttle isd C] over ial ) ses Of power company org 
oOnperation, part larly on matters directly affecting rate 
\ } ray | e te elect ( era y flow interstate co} 
Lh ovel ¢ between the Federal Power Com) 
| Securit ve Commission. In financial n 


i Ul S as 

RIC a4 = sublect to the Pub] Utility Hol 

‘ 4 \\ a ) es are now seeking Ww der the 
ee yr or d heaty of Federal revulatie 
| ‘ oO ( ete reedao tro Vand il] Federal res ] 


f et of the H g Company Act and the Securities ar 
| C « Hhiiss| I il reg lat 0 WOU ue@aln become } 
I vould we ( the whole held oft Federal. state, and loca 
o | e hist vy of the hola F company vestigation, 12s 
x Is that reg ileat ye had brok n adow wilt ost completely 
ry. Thi ~ A pahles haa orga ized themselves 
av t mat they ere Tree from the jw sdiction of the State and 
le regulatory bodies, j l thie absence OT Federal reoulat O 
t e Tree Tro ! reo T10 
| perat Y t Cre. Tih 3 ' \ Tannese Te¢ 1h1¢ ily i} lk 
rol oft St ¢ ) ons. but the holding con panies were no 
l { { Ss oT the ding ce panies miact ! 
pas e le | reg vy bodies to b ett tive } reg ilat no 
‘ Pe o | I S } “Sec t heheve that the 
- of ( if t . i Md These Mant yx e] monopole 
‘e) lh t t rate sponsoring companie 
= ( S { S1q1ary Col panies OreranlZ d 
States, would be impossible to effectively regulate. Con 
the charges that these monopolists would make for nuclear 
I | Ss To = = trary ( pint Wo in ke lo | I ‘ 
7 ( ° 1 est. evel less effect ve, 
I \t ptions = ] e present Hold ] or ( onipatl 
\ [ SE l t ly i! Vl re 7 tT Ww }] go OeNXAl ‘ 
mt | cs . t ! 1'¢ ere ira Ds A cl Situations 
f ‘ T t 1] ordel to promote joint exper 
{ ! ie . ) om} pf erating pro] TS. we Wol d be 
ong the first to ads e passage of remedial legislation. But 
\ . Sn re if St the ce trary has hee} true 
\\ ! 1 2 é tc)? S Cy l.> it | 
- lo ? SF 4) t ri i q) 17) \ otthy 
- — peded by the act. The only project ti 
dats t has be sabmiitte to the Commission fo} such action has 
ay the ¢ red exemptions have been oranted 





ty 
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AMI 


Let us not hastily destroy any part of a bill that is the 
f congressional study and which has done so much to clean wy 
Let's adapt regulation where 


D PUBLIC 


, UTILITY 


ole electric utility industry. 
iy, not destroy It. 


it we are 


yay 


“roing to safequard and protect the | 


HOLDING 


ry authorities 1) this country, then this bill hmius 


COMPANY 


ACT, 


be 


(6) It would prevent the development of low-cost powe1 


result ot ye ils 


» the 


aerpented, 


e present state of the art. electric power results trom the conve on 
t| nergy of falline water, the burning of fossil fuels. o1 e heat 

OL atolnile energy. lh one instance we convert The poe wer of fall 
ter d rectly Into electric energy. In the other two, we convert the 
ent energy ot fo | fuels or atomic substance throue the creat ! 
of heat al adi: SO Tir, steam, the ice Into electric power, A ub 
ub part of the cost of fuel venerated electri powel is the cost Ol 

e heat energy used in the conversion into electric energy. 

1 his bill would free from Federal control the heat reneraced: mm 
tome reactors and used in the veneration of electric enerey. Cher 
ild he ho contro] over the price oft tlhiis he il vhen if would De old 
lectrie enerey, 


renerating Company which would convert it imto el 


| ierefore, a substantial element ot the cost ol powel would be iree 


rom regul: 


low-cost enereyv by freeing power companies 
ot the Cosi ot producing powe! Prom Federal reculation. 


lO). 


It has been ni observation in the pasl { 


trast 


Or ally 


] ‘ 
We GOD | 


ibstantial 


it ent 

Let assume that the by products fron an atomic reactor OU 
all the costs and that the heat muiicdl result as a “no | (I 
Without regulation, it would nevertheless be sold to ve 


e veneratine COMpany 


its monopoly heat suppliers, who because of 


erey oft 

tbobereott 

Because 
WLIO tS 


further unregulated inonoOpoly controls over the 


ind, therefore, in higher cost power. This would not 


mdimng 


] 
| 


I] On 


W 


fa 


PHeE] 


latea 


of these and the other reasons | 


(til Ve 


‘fare of 


roy fan 


not 


re 


sult 


would be reoulated, it 


] 


hh 1iOW-coOst powers 


a 
WOULG st 


il] 


SeCTIO] 


if 


souree 


would res 


further 


ne company ata price competitive with other fuels. even though 


be ut the 


14. wou 


have menthol ed, sulehh a 


or & 


ah e 


economy of the country, nor the common defense, nor the 
the people. It would he i Serious hlow to the | 
les who are serving themselves with electricity 


na depending on outside sources for most of their wholesale supply. 


hurther 


compet 


\We 


Pennessee Valley region. 
we have seen the wholesome effect of TVA upon the 


rea, 


wohees of the operating companies. 
nthe Bonneville Power Administration area and in other areas where 
is a yardstick and where there is 
is passed and these huge regional power monopolies are set up. 


were | 
1] 
| 


have 


more, 


tion. 


Pe) the 


Mer. Chairman, 
‘| here just is ho substitute for compelitron, 
this bill and permit these 
control and regulation, then as a result you will also destroy what 
dstick compel ition.” 


etleet of 


oO 


sometimes call “area competition” or 
“yardstick” 
For hundreds of miles around the 


~warea 


~ Va! 


Competlitior ! 


I am old-fashioned enoueh to believe 


Vol 


lomnntie monopolies to be sel free oft 


PVA 


rerte iat 


We have seen the same result 


“area competition.” 


If tl 


t 
| 


ll tend to destroy this “area” or yardstick competition and will iney 


tably result in higher cost power. 


The bill’s title is bad. 
Klectric nergy Development Act of 1955. 


S. 2643 by its terms, would be cited as The 
Its broad title is: * 


A Bill 
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To Promote the Common Defense and General Welfare of the People 
of the United States by Encouraging the Maximum Development of 
Low-Cost Electric Ene rgy From All Sources of Power, Including 
Atomic Energy, Coal, Oil, Natural Gas, and Water, and for Othe: 
Purposes.” : 

It is recognized as unsound legislative practice for the title of a bil 
to misrepresent its substance. If this bill must be passed, I would 
recommend its title be changed to reflect its real substance. The real 
substance of this bill is to enabel private power compan eS and thei 
corporate allies in the field of nuclear fuel and im the generation of 
electric energy under certain circumstances to be free from regula 
tion under the Holding Company Act. 

We are already familiar with the tactics of these huge monopolie 
in demanding a price for participation, The price these huge com 
bines are exactin gy” now tor partic pation in the production of powe) 
from atomic energy is freedom from the Tlolding ne Act 
Man \ large private pow er colipaniles, ike the Detroit Edison Co., t 
Consolidated Edison Company of New York, the Commonwealth Ed 
son ( company of [linois. the C onsume¢ Ts P ower C ompany of Mic higan. 
and Connecticut Light & Power Co., have heretofore refused to par 
ticipate in interstate power pools if such partic Ipation would bring 


them under Federal Power Commission jurisdiction. Some com 
panies have even cut interstate power pool connections in order te 
avoid Federal regulation. They are now seeking assurance of e: 


emption from the Securities and Exchange Commission jurisdictio1 
if they enter into this new form of integration. 

I believe the title of the bill should be “A Bill To Exempt Certair 
Atomic Energy and Power ( ‘ombinations From the Holding Company 
Act.” Then the people and their re presentatives in Congress would 
know that their companies are attempting to exact this heavy price of 
freedom from regulation under the Holding Company Act for their 
participation consistent with the public interest. 

Incidentally, it should be noted that this bill contains a curious ref 
erence in drafting to the act which it proposes to amend. It refers to 
it only as“Act of August 26, 1935 (49 Stat. 838: 15 U.S. C.. see. 79 and 
the following).” This is one of the best known acts in the Federal] 
statute books. It is popularly known by three different titles. The 
act itself says that it may be cited as “The Public Utility Act of 
1935” and is well known by that title. It is also known as The Hold 
ing Company Act. It is also known as The Wheeler-Rayburn 
Act. This error occurs in several other places in this bill. But no- 
where does the bill refer to the act by either its official title or by either 
of the other two popular titles. 

Summary: Mr. Chairman, I wish to sum up here in simple, 
Arkansas language. One does not have to have much knowledge of 
the American political scene to recognize the forces behind this bill. 
Take a look at the list of witnesses. They represent one of the largest 
aggregations of corporation power and privilege ever assembled in 
Washington. 

Take a look at their motives: (1) Strip the people’s government of 
control over corporations which are performing a public function— 
the generation and distribution of electricity—and entrust it rather 
to a one kind of business which no democratic country has ever felt 
should be free from public control—monopoly; (2) pave the way 
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for the seizure of one of the greatest single resources in the history of 
the human race the atomic energy program and facilitate the 
organization of monopolis stie a ‘] cartels to maintain high cost energy 
and monopoly profits; and (3) pave the way in the Northwest and 
other areas for the looting of the public domain in the form of the 
ream power sites on our rivers. 
Once these corporations have developed—or half developed—the 
ream of the sites, with Federal subsidy, of course, the remaining 
task of obtaining comprehensive Federal development of the people's 
esources can be left undone or thrown back upon the taxpayer. 
These are the basic aims of the great corporations promoting this 
lI. m m\ opinion. 
If the power companies and their allies were not intent upon de- 
troying institutional or area competition which has been such a 
ealthful influence in this indus try for a generation now, they would 
ontent themselves with pushing for Federal comprehensive develop 
nent ot our rive rs and they would push for rapid Federal devel 
pment of atomic energy. 
But. Inste: ad, the power monopolies and othe Ars come he re seeking 
ot adaptation - existing regulation, but freedom from regulation, 
freedom to contrive new combines and cartels, freedom to destroy the 
dstick of alia and cooper: itive ee and freedom to take 
ver the alinost unlimited products of a $15 billion investment by 
t lig people In utomie energy. 
(ientlemen. we hope and pray you will kill this bill. 
| would like to emphasize that we do believe that there is a very 
e compehitive effect of those yardsticks that we have—TVA, Fed 
eral power agencies—anece we think that this bill would create the 
kind of combines that would tend to offset and destroy these areas 
of aren competition and the yardstick. 
I would like to call your attention to the title of this bill. That 
bothers us. 
‘| he bill Says. 
\ Bill To Promote the Common Defense and General Welfare of the People 
f the United States by Encouraging the Maximum Development of Low-Cost 
Electric Energy From All Sources of Power, Including Atomic Energy, Coal, Oil, 
Natural Gas, and Water, and for Other Purposes. 
: We think that is a fine statement. We are strong for all of that. 
Hlowever, we think it is strange that this title does not say what the 
bill does. We think what the bill does is to exempt certain atomic 
energy and power combinations from the Holding Company <Aect. 
. There is another thing that bothers us, too. There probably are 
not many better known statutes on the books than the Holding Com 
pany Act, otherwise known as the SEC Act, and otherwise known as 


f the Wheeler-Rayburn Act. Yet nowhere does this bill say that that 
is the act it is amending. It refers to the act by an odd language 
, it the bottom of page 30, where I have set it out. It refers to it only 


as the Act of August 26, 1935. Why doesn’t it refer to it as it may 
he called. as most acts do 4 


f I have here in my hand the Holding C ompany Act: “Be it enacted 

by the Senate and House of Representatives of the United States 

, of America in C ongress assembled that this act may be cited as the 

t Public Utility Act “od 1935.” Nowhere does this bill refer to it as 
that. 
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STATEMENT OF ROBERT MacGREGOR, VICE PRESIDENT, NEW YORK 
STATE ELECTRICAL WCGRKERS ASSOCIATION, AND PRESIDENT, 
CENTRAL TRADES AND LABOR COUNCIL OF NASSAU AND SUF- 
FOLK COUNTY, N. Y. 

Mr. Mac Grecor. My name is Robert MacGregor. I am represent 

o New York State Electrical Workers Association as 


] 
o e president 
oOmMprising bout | . Workers 1n the elect! powel and lheht field. 
[ am so represt o Central Th : Labor Couneil of 
Nassau and Sutfolk ¢ of New York of I am president 
] il }>] il ay ere ) t mes ~{ ( t -~ TO ree Voul 
4s) } ry 1 7? : ] 
support for S, 2645 and other sim ir leg slat on. | Is Dili ntroduced 
7 | 1] } 
hn the sé ite DY Ss or Potter a | Pastore OUuIG make certall 
ire : : ; s pea cy 
wes in the Publi es Holding Company Act of 1935 which, 
is | understand it. would permit companies both nside and outside 
ee ee aetina “ae ‘a Ds babi eter i ea mae buildir and 
e@ electri ten VY fie it to pool el resources The pul ig al 
ve of lara d conve ( | electric-generating 
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Let me preface my remarks by stating that [and those I represent 
favor the Public Utility Holding Company Act of 1935 and the 
purposes it Was intended to accomplish. We, of labor, like to deal 
with our employers directly and not through intervention of large 
nvestment institutions who have no first hand knowledge of ow 
problems and our services. Isut this is not the problem here, As | 
understand it, nothing in this bill would in any way change the present 
fact of local management and local responsibilities. 

I would like to tell you briefly why our organization favors this 
bill. Since the recent amendment of the Atom nergy Act that 
permitted the Government to make available to private industry cel 
tain ot the information and techniques On the developme ht ot enero s 
from natomie power, workers in the electrical enerey field have heard 
evlowing accounts of the wonderful new developments that were soo) 
to come our Way. 

As workers we were to have unlimited job opportunities, real secu 

ty anda standard of living that would surpass anything we had ever 
had before. All this sounded good to us then and in fact still sounds 
eood to us now. We lke job security and better living standards but. 
I’m sorry to say, eentlemen,. that all we have gotten out of this wonde 
ful program so far has been the sound. 

It Seems to me that SO far this whole program could he deseribed 
by an old trade union phrase that some of vour gentlemen may be 
familiar with. That phrase is “pie-in-the-sky.” It had a long history 
of use in bareain sessions with that tvpe of employer who told his 
men what wonderful things the company was gong to do for them i 


1 
} 


the future if only the men would be good enough not to ask for a \ 
th ng today. 

Well, gentlemen, ve found out through bitter experience that if 
we didn’t make them give us something today that future just never 


rived. To prt if bluntly, we yu | stopped belleving in pie in-the 


ky. And as Wwe don't believe in it In bare@aining, we don’t bel eve 
[ nn connection with this program. Particularly when we Cn 


ee Ho eood reason for putting ot! tomorrow what we can get today. 

Now to date we have been elven a lot of reasons as to why we are 
going to have to wait until the day after tomorrow to sh un in al 
of the wond rful hew things that are supposed to come, Prob ibly you 
gentlemen are familiar with most of them. Insufficient technical 
knowledge, lack of coordinated program, not enough money to do 
. excessive cost of producing atomic as against conventiona 





the 10 
power anda host of others. 

Now. | can't pose as an expert on most of these problems. In fev Ee 
most of them are out of ny jurisdiction, There is only one thing | 
know for sure about them and that Is, they are keeping ny people 
from having jobs, and jobs, gentlemen, are in miy jurisdiction Jobs 
ire my business. And when problems exist that delay Ol deny jobs 
tO my people, then the organizations | represent are fone to pite! 
In to help get some reasonable solution to these problems. 

Now one ot the reasons that the people in the organizations | repre 
sent have heard the most for the delay in vetting this program fone 
is that a lot of the electric companies and particularly the smallet 
companies alone do not have enough money to build larger venerating 
plants of any kind, atomic or conventional. And big plants are neces 
sary because small plants can't produce electric power as economically 
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Of course, if things were dite ‘rent, we couk | really 70 places to 
gether. If this Public Utility Holding Company Act of 1935 didn’t 
keep them from pooling their resources and didn’t scare off out side 
companies that are interested in getting in on atomic power generating 
projects—chemical companies seem to be mentioned most in this con 
nection—then this development program would really start to roll 

In fact, [ have been told that a lot of these companies have project 
at a stage where they are all set to go if this holding company prob 
lem wasn’t in the way. Projects that would create immediately thou 
sands of man-hours of work in construction and in the electric energy 
field. Projects that would spread cheaper electric power into a lot of 
areas that don't have it now and would create thousands of new job 
opportunities in new manufacturing companies. 

The reasons the y give as to why this Hok ling x © OMpany Ac “t in it 
present form is blocking progress on this prob lem seem to me to bi 
highly complex and highly technical. As I said before, ’m not ar 
expert on these matters. But as far as the people I represent are con 
concerned, more argument now is a waste of time. These companie 
say they have a program that will show the kind of results that we 
want to see if the proposed amendments to this act are passed. | 
dlon’t doubt that you cventleme n will hear about these programs dy uring 
these present hearings. The people I re present think these program 
should be given a try. We want action and action now. 

Now we 1 iow that there are sincere objections to doing anything 
that might bring back the a that grew up in the utility field and 
led to the passage of this Public Utility Holding Company Act. We 
understand that there are certain features of the propos sed amend 
ments that were drafted to make sure that those abuses could not be 
revived by these amendments. The utility workers T represent cer 
tainly don’t want to see those abuses occur again. They affect u 
too closely right where we live, in our jobs. 

But this aspect of these amendments really doesn’t worry us to 
much for one @ood reason that is based on solid e xpe rience. We sar 
that when the utilities or some of them vot out of line before, Congres 
slapped them down with the very act we are discussing here. And 
we have no donbt that if the utilities or anyone else tries to use these 
amendments to get out of line again, then Congress can and will slap 
them down again. 


I said before that jobs were my business, maintaining living stand 
ards on existing jobs and doing what I can to help create more and 
better jobs. In that sense my job must be practical. 


But I do not have exclusive jurisdiction of my business, gentlemen. 


It is your business, too. And I don’t mean that just as a general figure 
of speech. I mean that helping create new jobs is specifically and 


formally the job of this Congress. 
[If Tmay, I would like to read to you the declaration of policy, sectio 
1021 of the Kmployme t Act of 1946: 


The Congress declares that it is the continuing policy and responsibilits 
the Federal Government to use all practicable means consistent with its needs 
and obligations and other essential considerations of national policy, with the 
assistance and cooperation of industry, agriculture, labor and State and local 
eovernments, to coordinate and utilize all its plants, functions, and resources 
for the purpose of creating and maintaining, in a manner calculated to foster 
ind promote free competitive enterprise and the general welfare, conditions 
nnuder which there will be atforded useful employment opportunities, including 
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elf-employment, for those able, willing, and seeking to work, and to promote 
iximum employment, production and purchasing power 


These hearings will undoubtedly reveal that there are thousands of 


il hours of jobs that are being hie ld up Onl by the re trictions im 
yosed by this Pubhe Utility Holding Company Act. 1 would like to 
} ng to your attention a list of COMpanies contemp!| wine action 
th field as shown in Why exhibit A. An action of Cor ore on this 
billean help to change this list from just potential jobs to hard dollars 
and cents In Wages. That, to me, and thousands of others would 
mean that this Congress is doing its job and doin 


17 it verv well. 
SO to rh \ organization this proposed bill looks like A wr od het. It 
ooks like a good chance to take some of that pie out of the sky and 


put it in take-home pay. It looks like jobs for mneht now and the 


1 


hance to really start something going for even more jobs and better 
ving standards in a little less distant future by removing one of the 
najor obstacles. . 
Phat, gentlemen, is why the people [ represent would like you to 
Ipport this bill. 
hank you for your kindness in allowing me to appear before vou 
Senator Pasrorr. It has been a privilege to have you here, al 
Mir. MacGregor. 
You have some figures as a part of your statement. Do you want 
nmadea part of the reeord / 
Mir. MacGrecor. Yes, sir. 
Senator Pasrore. Exhibit A will be made a part of the recore 
rt of your statement. 
Iexhibit A 1s as follows :) 


Vuclear power plants investor-owned utilit § participat 
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lear Power Group: 

American Gas & Electric Service C 
Commonwealth Edison Co 

Central Illinois Light Co 


' 
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nsumers Power Co. 
roit Edison Co. 
Power Co 
n Utilities Associates 
au Power Corp. 
a Power & Light Co 
al Pub.ie Utilities Corp. 
gia Power Co, 
Power Co. 
for. Electric Light Co 
Ivoke Water Power Co 
Power Co 
s Power Co. 
anapolis Power & Light Co. 
rstate Power Co 
Klectric Light & Power Co 
a Power & Light Co. 
Public Service Co 
a Southern Utilities Co. 
i-I[llinois Gas & Eleetrie Co 
ey Central Power & Light 
sas City Power & Light Co 
nsais Gas & Electric Co 
sas Power & Light Co 
tucky Utilities Co 
ng Island Lighting Co. 
dle South Utilities, Ine 
ypolitan Edison Co 
issippi Power Co 
tana Power Co 
Bedford Gas & Kd son | ight Co 
New England Electrie System 
New Jersey Power & Light Co. 
ew York State Electric & Gas Corp 
ra Mohawk Power Corp. 
hern Indiana Publie Service Co 


wlear Power Group 
Otter Tail Power Co 
Gas & Electric 
ania Klectrie 
a Power & 
an Electric C 
Electric Power Co 
Reactor Deve opment Associates 
Service 0. of Colorado 
Service Co, of Indiana, Ine. 
Service Co. of New Hampshire 
j (‘o, of New Mexico 
Service Co. of Oklahoma 
uget Sound Power & Light Co, 
chester Gas & Electric Corp. 
uthern Services, Ine 
uthwestern Gas & Electrie Co 
‘ampa Electric Co, 
oledo Edison Co 
on Eleetrie Co, of Missouri 
ted Tluminating Co 
h Power & Light Co 
irginia Electric & Power Co 
West Texas Utilities Co. 
Western Massachusetts Electrie Co. 
Wisconsin Electric Power Co 
Wisconsin-Michigan Power Co. 
Wisconsin Power & Light Co. 
Lankee Atomie Electric Co. 


6 P20 
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STUDY, RESEARCH, AND PLANNING GROUPS OF PUBLIC UTILITY COMPANIES 


1. Atomic Power Development Associates: 
Atlantic City Electric Co 
Baltimore Gas & Electric Co 
Boston Edison Co 
Central Hudson Gas & Electric Corp 
Cincinnati Gas & Electric Co. 
Cleveland EKlectric Liluminating Co. 
Connecticut Light & Power Co 
Consolidated Edison Co. of New York, Inc. 
Consumers Power Co 
Detroit Edison Co 
General Public Utilities Corp. 
Hartford Electrie Light Co. 
Jersey Central Power & Light Co. 
Long Isiand Lighting Co. 
New England Electric System 
New England Gas & Electric Association 
New Jersey Power & Light Co 
New York State Electric & Gas Corp. 
Niagara Mohawk Power Corp 
Philadelphia Electrie Co 
i¢ Electric Power Co 
ice Eleetrie & Gas Co 
tochester Gas & Electric Corp 
Southern Services, In¢ 
Toledo Edison Co 
Wisconsin Electric Power Co 
Wisconsin Power & Light Co 
Atomic Power Engineering Corp 
Central Illinois Public Service Corp 
Central Louisiana Electric Co, 
Central Power & Light Co. 
Central & South West Corp 
Cincinnati Gas & Electric Co 
Interstate Power Co 
Kentucky Utilities C« 
Middlewest Service Corp. 
Northern Indiana Public Servi 
Otter Tail Power Co 
Public Service Co. of Indiana 
Public Service Co, of Oklahoma 
Southwestern Gas & Electric Co 
West Texas Utilities Co. 
3. Atomic Power Associates of Iowa: 
Interstate Power Co 
Iowa Electric Light & Power C« 
Towa-Iltinois Gas & Electric Co. 
Iowa Power & Light Co 
lowa Public Service Co. 
Iowa Southern Utilities Co. 
Peoples Gas & Electric Co. 
Sae County Electric Co 
Atomic Power Associates of Kansas: 
Central Kansas Power Co. 
Empire District Electric Co. 
Kansas City Power & Light Co 
Kansas Gas & Electric Co. 
Kansas Power & Light Co. 
Western Light & Telephone 
>». Information Exchange C r 
Carolina Power & Light 
Duke Power Co 
South Carolin | 


Virginia Elect 
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6. Foster Wheeler, Pioneer Services and Engineering, Diamond Alkali: 
California-Oregon Power Co. 
Kansas Gas & Electric Co. 
Louisville Gas & Electric Co. 
Northern States Power Co. 
Oklahoma Gas & Electrie Co. 
San Diego Gas & Electric Co 
Wisconsin Publie Service Go. 

7. Nuclear Power Group: 

American Gas & Electric Service Corp 
Central Illinois Light Co. 
Commonwealth Edison Co. 

Illinois Power Co. 

Kansas City Power & Light Co. 
Pacific Gas and Electric Co. 

Union Electric Co. of Missouri 

%. Pacific Northwest Power Co.: 
Montana Power Co. 

Pacific Power & Light Co. 
Portland General Electric Co. 
Washington Water Power Co. 

9, Pennsylvania Power & Light Co. 

10. Puget Sound Utilities Council: 
Puget Sound Power & Light Co. 

11. Rocky Mountain Power Group: 
Arizona Publie Service Co. 
Idaho Power Co. 

Publie Service Co. of Colorado 
Utah Power & Light Co. 

12. Yankee Atomic Electric Co.: 

(12 companies—See page 637) 
Minnesota Nuclear Operations Group: 
Northern States Power Co. 


Senator Pastore. Mr. McMahon. 


STATEMENT OF ANDREW J. McMAHON, PRESIDENT OF LOCAL 1- 
UTILITY WORKERS UNION OF AMERICA, AFL-CIO 


Mr. McManon. My name is Andrew J. McMahon, president of 
Local 1-2, Utility Workers Union of America, AFL—CIQ, with a local 
membership of 24,000. Our office is at 143 West 51st Street, New York 
City. 

Today I speak not only as the representative of the 24,000 members 
of my own local union, but I also speak as chairman of the power and 
atomic energy committee of the Utility Workers Union of America, 
AFL-CIO, our national organization with offices in Washington, 
D.C. Our union holds genuine collective bargaining contracts with 
private utility companies throughout the United States covering ap- 
proximately 90,000 members. 

The Eighth ( oo Convention of our national union was 
held April 5 , 6 and 7, 1956, at Atlantie City, New Jersey. I, as chair- 
man of the power and cs energy committee of the union, reported 
to the convention my committee’s activities for the prior 18 months 
and asked for, and obtained, from this convention a wnanimo - vote 
endorsing H. R. 6294, introduced by Representative Thomas J. Dodd 
of Connecticut, providing for amendments to the Holding C ompany 
Act of 1935 and re ‘ferred to as the Electric Energy Development Act 
of 1955. This bill is identical with H. R. 7258, by Represent: itive 
(Thompson of Michigan, and H. R. 7554, introduced by Representative 
Hayworth of Michigan. These three House bills are identical to 





304 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


S. 2643, introduced by Senators Potter of Michigan and Pastore 


til 


] T ] | 
me Psiaha., 


The interest of the Utility Workers Union of America, AFL-CIO 
Wl of the challenges facing the industry of which it 1s a part 
I] known to every one, For almost 8 years, we have taken an act 

In opposing what is referred to as public power because we bx 


Ih essence, If destroys the waves, hours, and working condition 

ich we have established through oul collective bar@ainine effort 
Sunilarly, the technolo@ical challenges which must accompany tl 
construction and operation of nuclear powerplants have received ou 
itfention. In the March 1956 release from the research and edueat is 
department of our national headquarters, located at 1413 K Stree 


N W.. Wn this city, is fo. nd the follow he article: 


the Atomic Knergy Commission authorized two groups, 
son and the other by Detroit Kdison, to proce 
ith is to construct nuclear powerplants for production of electric energ 
The Commonwealth Edison combine plans to build a 180,000-kilowatt plant ne 
Chicago for operation by 1960 \ 100,000-kilowatt reactor planned by the 1 
Ison 2rou vill be located in Monroe, Mich., and is scheduled for cor 


dated Edisor en \ ia Powe aight, and Yankee Electric ¢ 
by a group of w England utilities, also have proposals pend 
the AEC to build y! ate financed power reactors 
beock & Wileox recently reported to the AEC that liquid metal as atom 
eved t » technically feasible in the near future and estimates th 


th a Cupar itv of 226.000 kilowatts could be built 
mils per lowatt-houm This figure is well below 
cost areas, such as New England, and also cor 


for Consolidated Edison’s latest convention 


further Savings in generating costs coulis 
rs were to be built in the same locatio 


GO05.000 ilowatts The cost would then be lowers 


d atomic energy plant to 


of 9 mills per kilowatt-hour, b 


the cost of 7.5 mills per kilow 


} 


nom. the eighth constitutional convention of the Utilits 
Workers Union of America, AFL-CIO, previously referred to, 11 
cluded the above quotation and told the convention that H. R. 6294 
identical to S. 2643 isa bill 


he maximum development of low-cost electric energy from a 


ces of power, including atomic energy, Coal, oil, natural gas, and water. 


\fter referring to the above quoted article from our researc 
department, I said: 

As the above language shows, only the very large light and power companies 
have the funds available to build nuclear powerplants for the production of 
electric energy. The bill, Hl. R. 6294 (identical to S. 2643), above referred to 
would permit smaller utility companies to pool their resources to finance 
the greater costs of atomic energy power development and construction. The 
bill provides for an amendment to the Publie Utility Holding Company <Act 
of 1955 so as to permit cooperative financing of such large projects 


I thereupon asked for and received unanimous approval bv the 
convel tion ot this bill. 
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Further, In my report to the elohth constitutional) conven 


UWUOA, AFL-CIO, I said: 


of our ¢ 
that the average American wants strongly 
to nass on to his children that freedom and dignity and that in 


fully sitt 
BI att 


fforts since the last convention Wwe 


irbitrary social and economic contro!s which have never been 
here in the whole world except in this countrs Under ow 
system and through collective bargaining our members 
lity industry have made it) possible for 
money and enjoy a higher standard ot 
rkman n the world Those Opposed 
work to undermine industry—to minke 
tie it up tight with needless and burdenson 
h subsidized tax-free con petit 
er Comission Task Force of 
s committe gave testimony, said i 
ieve that all public power (will 


ise) W ich is subsidized \ 


| level, is economically and morally 


equent restraints upon private enter 
nts of the economy in self-seeking mpetition 
<e handouts are bought with votes; and whe: 
m is endangered.” [Parentheses added 
al Moreell also said: 
Pechnically and financially there is no present o1 
ic powel but “it is Just as true today as it was 
the condition under which God has given liberty 
thie emagogs advocating Iibli¢ power at 
tant What is important that the price 
e mensured ty the advances of socialism in ow 
f liberty. ” 


\t this time I would lke to thank the committee for thei 


tation to appeal here today. While Iam certainly hot an expert 


inv of these technical subjects Tam here for the purpose of trat 
{ting to you the position which my organization has taken on the 
byect which concerns you. 

Inclosing, | would like to summarize their wishes as expressed at our 

cent convention as follows: 

Adoption of S. 2643 would accomplish the following objective 

IF PSt. if would make possible suc] a cooperative el terpl se made 
» of industrial corporations and some utility companies presently 
hot subject to the Holding ( ‘Company Act as has heen propo Cf 0 
he Atomic Energy Commission by Commonwealth Edison, the De 
troit Edison, the Consolidate Edison, Pennsvilvania Power & Licht, 
Yankee Atomic Electric Co. as set forth in the article from our re 
‘arch and education department paper previously referred to. 

Second, it would remove the barriers that the former Holding ¢ On 
pany Act placed inthe path of expanded production of electric energy 

hich is so vitally needed according to the thinking of those engaged 
n the manufacture of electrical appliances. Such expansion would 
reate more job opportunities for the working men and women of the 
lnited States. 

Phird, in the spirit of the declaration of policy in the Minplovment 
\et of 1946, 1t would in a manner caleulated to “foster and promote 
free and competitive enterprise and the general welfare conditions 
under which there would be afforded useful employment opportunities 
and to promote maximum employment production and pur 


chasing power, 
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Fourth, it would be amending the definition of a holding company, 
provide for cooperative financing of new electric generation regard- 
less of the source of power. 

Fifth, it would provide large blocks of power for the Atomi 
Energy Commission which might well be beyond the financial capacit 
of any single company or of any public power government agency. 

Senator Pasrore. Thank you very much, Mr. McMahon. 

Mr. McManon. Thank you very much, Senator, for your courtesy 

Senator Pastore. The chairman of the committee, at least, is pre 
pared to continue these hearings next Thursday. We are up against 
a problem here, that it is pretty difficult for us to get a hearing room. 
Ail the committee rooms are taken up by other hearings. The first 
opportuni ity that we would have would be to return here next Tuesday 
This room will be available to us again on next Tuesday. 

Tomorrow there will be an executive meeting of the full Committe: 

Interstate and Gesiiaas Commerce of the Senate. Because of that 
situation we will continue these hearings here in this room, G-16, on 
Tuesday of next rt at 10 o'clock in the morning. 

(Thereupon, at 4:35 p. m., the subcommittee was adjourned, to 

reconvene at 10 a.m., Tue ‘sday, May 1, 1956.) 





AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


FRIDAY, MAY 18, 1956 


UNITED Sratres S 


NATE, 
COMMITTEE ON INTERSTATI 


1 
ND ForEIGN COMMERCE, 
SUBCOMMITTEE To Constner S. 2643, 


Washington, D. C. 
Phe subeommittee met. at 10:0 


Dona. om. in room G—16, United 
States Capitol, the Honorable John O. Pastore, presiding 
Present: Senators Pastore, Magnuson (¢] 
and Potter. 
Senator Pasrore. Our first witness is Mr. Andrew J. Biemiller, 
Ie] islative re presenti itive of the American Federation of 
e Congress of Industrial Organizations. 


We are very happy to have you here, Andy. 


| . 
uirman of the committee). 


Labor and 


STATEMENT OF HON. ANDREW J. BIEMILLER, LEGISLATIVE 
REPRESENTATIVE, AFL-CIO 


Mr. Birmiuter. Thank you, sir. Iam h: 7 py to be here. 

Mr. Chairman, for the record, my name is Andrew J. Biemiller. 1 
am a legislative representative for the ioe ‘rican Federation of Labor 
and Congress of Industrial Organizations, with offices at 815 16th 
Street NW., Washington, D.C. 

| appear here today on behalf of the AFL 
enactment of S, 2643. 
to help bri Ing into e 
duce 


CIO in opposition to the 
This bill purports to achieve two purposes : 
xistence, (1) atomic reactor compan ies which pro 
1eat in connection with the generation of electricity, and (2) 


jointly sponsored power companies which are owned by corpora 


tions which do not own or operate facilities used for the distribution 


of electric energy for sale or are limited to the generation of elec 
tricity. 


The bill is unnecessary for either of its alleged purposes, 
This bill represents the first serious attempt to weaken the Public 
Utility Holding Company Act of 


currence of the rabuses which led to passage of that law. 
the act would provide an incentive for the establishment of a new 


1935 and would make possible re- 
Section 4 of 


layer of corporate structure—one producing heat from nuclear re 
actors for sale to the utility industry. This would further compli- 
cate the corpor: ate structure of the utility industry—the simplifie ation 
of which was one reason why the Congress passed the 1935 law. 
The granting of an exemption by statute from the Utility Holding 
Company Act is unnecessary to achieve the first purpose of the act. If 
this 1s the prime purpose of this bill, we believe the statement of the 
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HOLDING COMPANY At 


le 
) 
nen 
Cc Mnergy vere hear 
la number of witnesses before u 


: } ’ 
: isler mada few others who were 


ind had testihed with reference to the 
| the 1omnt comnniittee. There 


are discussing 


hat possibly this bill, 
ee on Atomic lene ro, 


sa serious question ot w hich com 
ndment th 


j lat must occur to the Pub- 
vy Act. I think as a matter of jurisdic 
referred here. However, anything that is 
n cooperation with the joint committe because none 
want to do anything that would injure the publi 
aspect of this entire problem. 


je 


as properly 
( 
+ 


rest Trom al 


\ 
1 
ke yvoursell | 


share the bel ef that private industry has not done 
enous! The \ wave raised 


question that this is an impedi- 
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nent. | realize that the Yankee Atomie Kleetri Co. was evranted al 
xeeption by the SEC, which is a very salutary thing. But there yor 
re dealing with pubhe utility companies exclusively. Tere we are 

with the situation, where there are some companies, chemical com 
eS, madustrial companies, that have never had to come under the 


tian 


et 
real 
Public Utility Holding Company Act, and now they are ina pos 
rere they want to engage in this research, ‘| hey don't feel | { 
wild ne tually subseribe to the rigors of that law which wa 
another purpose with relation to public utility companies o1 
at isa problem. Whether this fear is real or imagin 
»TO discover up to this moment. | Call 
»Who have come before us W ho have 
re made. i all probability this wi 
held, And that is the reason why 
kine that pos Dt this section 4 ought to he hid 
11) where the Statutory exemption would last 
id that would be for research and development. 
e point where you actually produce heat and electric 
e prov ess of nuclear energy, ona coillpet itive ba 
rracticability, vou would have to get a license to get 
manufacturing electric power under the 1954 law. 
» Public Utihty Holding Company Act would swi 


You see, the Yankee Atomie Energy has a permanent exemptio1 


by the SEC, meaning that if ever they produce nuclear po 


ny titive with the use of fossil fuel “ thev still have that exempti 
Mr. Bremintter. And that bothers us. . 
Senator Pasrorr. Even in the Yankee ease / 
Mr. Bremitter. The fact that you say that the exemption is pe) 
ment. 
Senator Pasrorr. Permanent. to be revoked by the SEC any time 
V want to. 
\Ir. Bu MILLER. But | think, Senator. the history of the hieht acamst 
monopoly—that is essentially what we think we wre in here—shows 
if once you let combines get together, it is pretty hard to unscramble 
the eer 
Senator Pasrore. You have to weigh one against the other. TI go 
long with you because I am antimonopoly, as vou know, and I am 
1! etlhy i constmer representative. i think I indicated thet pretty 
‘+h on the natural gas bill fight. I feel that way. That is my 


liist 


1h¢ 
re philosophy. I am not boasting at this moment. I am 
iting a fact. But yet my participation on the Joint Committee or 
Atomic Ie ergy h is led me to the belief that the has rot to be SOM} 
c | of ineentive here to vet this program off the eround. nd | 
iven’t seen it. We are heme told continuously that private ndustry 


nts { vet into this, a lot of people want to come into it. and of 


l and 


ourse they waht to allocate some of their money to research 


arge it off as an expense. Yet they raise the question here if they 


have to come under the Public Utility Holdine Act. they would: 
int to get into it. : 
Reahzinge the facet that we do want to explore this reseuren 
ffectively as we can, and realizing the fact that the best testimo 
hat we have of men who are experts in this particular field is that 


ll be 15 or 20 vears before vou ea ret on a competitive basic 
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nuclear power and the use of fossil fue is, the que stion iss How do yo 
accelerate this with this argument o1 > barrier being raised by th 
industry ? 

I think if we can get some kind of solution which is a middle ground 
which does not destroy the eflicacy of the Public Utility Holding 
Company Act, becaus se in my introductory remarks I said no ons 
could ever imagine that we would want to do a thing like that, and 
this bill does it I will be the first one to gracefully withdraw as 
osponsor;: but if we can do something here to safeguard the etfective 
ness of that act, and at the same time make an exception which wor 
he “ limited one, only for the per od Oj research, and provided 
do this on a nonprofit basis, then how would vou feel about it / 

Would you still as strongly object to that as you do to S, 2645 
presently written, or would vou like to see it first ’ 

Mr. Breminuer. | wor i li ke to see it be fore comment Ine. L thir 
it changes to some sea the situation, if you were to follow the ln 
you are now talking of. But the bill in its present form, as you knovy 
disturbs us. We furthermore feel very strongly that the 1954 Atom: 
Knergy Act does olive to the AEC ‘all kinds of power to further 
stimt ul: ate bringing ranted ar into the atomic business. 

[ have been disturbed, | know you have, Senator, by the To 
dragging thi it has been going on, in our opinion, on the part of cert: 
sections of pl rivate nd istry. 

Senator Pastore, The most encouraging piece of news that I hay 
heard along this line was given by Mr. Gail, who represents 


Commonwealt “dison. ‘They have a combination of a number 
ompanies that are coming in with them on the researeh angle - 
but they will own = nuclear plant outright. I asked him spec ific: 


in their case whether or not they were being bothered by this P ubI> 
Utility Holding cialis Act and he said “No,” because they are 
going toown it outright. But here you have a group of little fellows 

[ am imagining now a group of little peers, little compaines—tha 
maybe would want to put up a few hundred thousand dollars 
develop in this field. They have never come under the Public Utility 
Holding C ompany Act. The minute they have to subseribe to that 
you can Imagine their reluctance. 

Do we want to place them in that position if it were to be a non 
profit combination’ As long as it is nonprofit you don’t get into 
monopoly. It is when you begin to make these profits that you begin 
to create these giants and these monstrosities that we actually de 
stroyed with the passage ot the Publie Utility Holding Company Act 
in 1954. 

I would want you to give that some thought until such time as you 
see, Say, a proposed amendment which I know will be advanced here, 
and then I would like to have your comment. 

Mr. Bremer. We will be glad to think that over and meet with 
you, Senator, and discuss that. 

Senator Pasrorr. Your dissatisfaction is with S. 2643 the way it 
presently stands? 

Mr. Bremitter. Right. 

The question of acceler: ating the atomic energy program, particu- 
larly as it relates to the application of this new science to the produc- 
tion of power, is one that is being considered currently by the Joint 
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Committee. Organized labor has re peate dly urged that the Congress 
prevent the establishment of monopoly in this new industry. When 
the Joint Committee was considering the 1954 amendments we urged 
the committee to set safeguards against mame development of mo- 
nopoly in this new industry. We opposed Government monopoly as 
well as the possible creation of private monopoly under the patent 
system in this country. 

I think you will recall that testimony, Senator, when we presented 
hat in 1954. 

The bill before you would make possible combinations which would 
ive out regional monopolies in the development of atomic heat 
ndustry. Careful consideration, therefore, should be civen bv the 
Jot Committee, with prime responsibility for developing the art of 
he peaceful use of atomic energy, before action is taken on any pro- 
posal which will amend the fundamentals stated in the 1954 Atomic 
nergy Act. 

Otherwise, we shall be shortly faced with a situation where the re- 
juest for new legislation stated by Mr. Walker Cisler in his testimony 
efore this oe might result in attempts to amend the Atomie 
nergy Act by many committees of the Congress. 

Progress which has been made in the application of nuclear science 

erseas requires us to review our own program. We eae the con- 
ern of many that our effort must be accelerated in order to maintain 
the lead we have had in nuclear science. 

We, in organized labor, have come to the conclusion that some such 
proposal as that made by Senator Gore in 8. 2725, for the immediate 
onstruction by the F ederal Government of six of the most promising 
designs of atomic reactors In various parts of the country be enacted 
und funds provided for early construction, so that all of the power 
producing industry in this country, both private as well as Govern- 
ment, may have the benefit of the experience which would be gained 
by immediate testing of the scientists’ recommendations. Otherwise, 
t is not likely that we shall proceed as rapidly as developments in the 
science require, to bring the potential benefits of peaceful use of atomic 
nergy in this country which are going to be ap plied abroad. 

Senator Pasvorr. Wouldn't you want to avoid that if it were possible 
without the creation of monopoly, to let private industry put up some 
of their money to develop this art? What disturbs me is the argu- 
ment made by labor, that here we are, we have spent $14 billion in the 
development of this art primarily of course in the weapons field. 
Phat belongs to all the people. That is the argument that has been 
made. 

Now you go so far as to say, what you ought to do, is develop these 
reactors on the part of Government. So the $14 billion becomes $16 
billion, let’s say. Then what are you going to do with it? Are you 
voing to put the Government in the business of building reactors and 
selling reactors, or are you going to give them away to private indus- 
try at some time? 

My view isthis: Ifthe give-away is going to be $16 billion, it might 
is Well be the $14 billion and let private industry put in the $2 billion 
itself if they can do the job as well. 

Mr. Bremitier. The difficulty, as you know as well as we, Senator, 
is that to date, with the exception of Commonwealth Edison and Con- 





312 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


o| dated Iedisoi . there Is ho serious move belng inacde to build lure 
le reactors so far as private INdUST ES is concerned, 

\t a recent meeting of the Atomic Industrial Forum I raised 
question, and I was amazed to vet the answer back from Many repre 
sentatives of private INadustVy there that they did not intend to hav: 
anvthing moving for 15 or 20 vears. 

We are frankly conce} ned that the Russians are voIng to have Pen 
iors hooked up by 1960, and we think it is time that we have to move 

()) 1\ vesterday Morning be ul long plione conversation with one of 


our West coast re prese htati ~ from the boiler makers’ union who ha 
peel carrving on the educational program In that union, which I think 


\ have heard describ before, where we are trying to bring th 
tory toour people, and he said thiut he neaunatans that is constanth 
ne, Wha arent we COIL 


a 


at his meetings is why: » we lage 


4 definite feeling on the part of om people that we are vet 
ting behind in this thing. And with private industry not moving 
We say it is high time to take some of the more advanced plans of th 
scientists, put them into operation—youn are a s familiar as Tam with 
Dr. Davis’ constant statement that we are not POINe to really find out 
where we are until we build large-scale reactors. 

The British are going to hook one up very shortly. If we are just 
voine to sit here we are going to be in trouble. If private industry 

ould do it. fine, but they are not dome it. 

Senator Pastore. They say they cant do it because of the situatio 
that is raised by this bill. Twill admit that maybe it 1s the toe in the 
door tor something else to happen, and we have got to be very caretul 
about that. But then on the other hand don't vou believe that we ought 
to Dive them: some encouragement if it would not lead to monopoly 
and would allow them, within the sphere of practicality, to invest some 
of their own money without creating any dangers 4 

The one thing we must always keep in mind here is that the nuclea 
fuel or material will nr belong to the Government. Nobody wil] 
ever be able to get a gram of it unless the Government is willing to 
give itup. So vou have a cutoff any time you want the cutoff, 

Someday huc lear ene roy W il] be the commonph: ice fuel to produce 
electricity, or electrical power, outside, possib ly, ot hydro-electric 
power. Weare all hoping that this dream will come true, that nuclea: 
energy will be used to manufacture this power more cheaply than 
using the fossil fuels of coal and oil and what have you. 

sap argument 1s that if that day shoul l ever come we have already 
created the basis here for a tremendous monopoly on an area basis, 
and we ought to avoid that. I eo alone with that. I believe some- 
where nlone the line there has vot to he a cutofl where that whole 
picture can be reviewed and the C‘ongress can study it. But until 
that day comes, I think that we ought to be rather liberal in needed 
cONCeSSIONS, short of creating profits and economic monstrosities, in 
order to encourage Industry and all segments of industry to get into 
it, unless Government itself is going to do the whole job. The thing 
that frightens me about the (government doing the whole job is the 
fact that the give-away at some time will be even bigger. 

After all, take the part of the country that I come from—New Eng 
— I think both of you ve ntlemen who represent the AFL and 

TO understand this. | » there we have no pub hie power, We are 
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hopes - at P assamaquode aly WW 1] be cle veloped. Whether or not it 
vill ever be deve loped we don't know. We have been talking about 
that for 10 vears. If we are going to be serviced by private or public 
iti lity companies, our big question Is what is going to happen to a 
ndustry if Government itself is going to produce the reactors, and 1 
vou are going to give all this current to the REA and to the abhi 
power combines of the country. 

Mavbe that 1s not the meht word to use, “combines”. but the public 
facilities. What do people of Rhode Island do? Tlow do they get 
he benefit of this great boon of the Government 4 Certainly you have 
to take these reactors and eive them away to private cOomMpanles mh 


ler for us to get it. 

Mr. Bresinver. Certainly all of the pubhe power in the United 
States is not taken up by the preference clause. That is very plain. 

Senator Pasrore. | realize that. 

Mr. Breminver. There aren't enough co-ops and publicy owned 
ystelis in) the COUNTY to been to trike it up. Certainly under the 


Gore bill, assuming that it became law. I would assume that New 
Eneland would be almost the first spet where one would go to build 
reactor, 

Senator Pasrore. Now you have set the predicate. The minute 

eroes to New IEneland, how do you vel it to the consumer unless 
you give it to the Prin ate COMpany ¢ 

Mr. Breminuer. That has been done in many other parts of the 
ountry. A) good deal of Bonneville power goes through private 
Vstelis. 

Mr. Goopman. It could go right into the erid system of New Eng 
and companies as they exist today. 

Senator Pasrorre. And wouldn't the Government be giving it away 
hen ¢ : 

\Ir. (FOODM LN. No. 

Mr. Bremiturr. Why giving it away 

Senator Pasrore. Who would produce the power ¢ 

Mr. Goopman. The reactor, the experimental reactor. 

Senator Pasrore. Who would own the reactor 2 

Mr. Goopman. The Government on an experimental and govern 
nental basis. 

Senator Pasrore. Let’s assume that you get beyond that. ae 
hat vou get to the state of practicality, where nuclear energy is exc 
ively the fuel used to manufacture all the electricity in the country. 

Mir. Breminver. You would certainly have more than one. , 

Senator Pasrorr. Then you would have the Government of the 
(nited States owning all the reactors ? 

Mir. Bu MILLER, No. There would certainly be more than one ret 
ror in) New ineland if you would vet to that point of exclusive nuclea : 
power, 

Senator Pasrore. But who would own all these reactors ? 

Mr. Bremintier. Private people can own them as well as the Gov 
ernment. The point we are arguing for, Senator, in the Gore bill, 
s to get some immediate action, and develop fast, large-scale reactors. 
We think that the time is here, the scientists assure us that it is. that 
large-scale reactors can be built. 

Senator Pasrore. I say we might do that in conjunction with pri 
ite industry, or 1f private industry can’t do the job. But if private 


/ 
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industry is willing to put up these dollars why should we use thx 
taxpayers’ dollars to do it with? Why should we make this $14 billior 
investment; $16 billion’ What purpose do we serve if private indus 
try is willing to put up their money’ Why use taxpayers’ money / 

Mr. Biemitier. Each year we see private industry coming in and 
saying we can’t do it until you do this; we can’t do it until you do 
that. With the exception of the two firms that you mentioned, that 

I reiterated—C onsolidated Edison and Commonwealth Edison pro 
posals—which are going ahead. If you get some more proposals really 
ready to get going and off the ground, that is another story. But you 
aren't getting them. Instead, they come to you and say we hav 
to do this, that and that. 

Senator Pastore. I think that you and I agree on the same objec 
tives. I think it isthe - proac h th: at needs to be refined. 

[ would be very much interested to have you look at the new sug- 
vestion that we are ee about. I think we are both agreed on 
vhat we both mean in principle. 

Mr. Bremitter. We may be glad to do that. 

High-power-cost areas in the United States such as New England 
could benefit in the near future if these experimental plants prove 
to be economically competitive. If we wait instead for progress under 
the kind of proposal pending before this committee, it is likely that 
we will bring only further delay until all of the conditions laid out 
by some advocates of this bill as a basis for progress in the develop- 
ment of atomic power industry have been met. 

Now they seek exemption from the Public Utility Holding Com- 
pany Act. ‘Tomorrow assistance will be sought in regard to insurance 
a lems, and we don’t know what next. But all of this points only 

further delay. What we need is action on this program now. 

Likewise, section 5 of the bill seems not only unnecessary but unde- 
sirable. In the comments of the Securities and Exchange Commission 
we note the sentence: “The only project now known to the Commission 
to be designed to take advantage of the exemption proposed by the 
bill with regard to jointly sponsored power projects (item 5 of the 
bill) is Pacifie Northwest Power Co.” This section was introduced 
in somewhat different form as H. R. 8202 in the 83d Congress. 

The Congress wisely failed to enact that bill. Now we have the 
same proposal dressed up with section 4 added to the bill. 

Since its first introduction, however, the Subcommittee on Anti- 
Trust and Monopoly of the Judiciary Committee has made extensive 
study of the activities of the Pacific Northwest Power Co. It is clear 
from those studies that if this bill passes the legal situation would 
then permit combination of utility companies to carve up the market 

and create a monopoly in the northwest. 

Senator Pastore. Let me say this to you, Mr. Biemiller. T have 
been with this since the beginning as you know. And T am convinced 
that section 4 doesn’t spell out the same spirit as section 4. 

We are talking about an entirely different thing. One is nuclear 
energy where we are at a research stage, an art that has to be devel- 
oped. There is no hope of any return on that investment for maybe 
10 or 15 years. But what section 5 refers to is something that antic- 
ipates profits the day after it is built. I think that is a matter that 
ought to be properly brought before the SEC, and if they are entitled 
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io exemption they ought to get it. That is my personal opinion. | 
want to state that at this time. There 


ntent of section 4 and section 5, and 


Is no connection between the 
| adil Wl 


ling to admit that as 


of this moment. 
Mer. Breiner. | am delighted 


senator. 


hear vou make that statement. 


Phis concentration of economic powel will be far too large for local 
reowlation and Federal regulation will provide little obstacle to thei 
fiinence. The very abuses which the Public Utility Holding Com 
Th Act Wis passed to eliminate would become pote ntialagain. ‘The 
mal Hells Canyon Assn. has apthy charcterized the Pacific North 
Power Co, as a supermono poly. 


Nor is this bill necessary to achieve atonie power in the Northwest 


the biggest Investment in potential 

power production at the atomic energy plant in Hanford, Wash. 
Phere the production process Is the Columbi: 
Vel hrough thie in the reactors. No one 

urned over to }) iIvate enterprise 

nder the presen t arrangement the heat produced in these reactors 

coing to waste In heating the Columbia River. Senator Morse and 

ies have proposed that this heat be pul to use how by the Atomic 
roy Commission to produce electric power. 


kéouuie nergy C ommission has all the legal power necessary 
inplish this end today. All they have to doi 


i 


decision to use the heat of the atomic 
» Coneress 


\ 


rhe United States already has 


cooled by running 
e plutonsum producing piles 


roposed that these reactors be 
| 


make the admin 
P nile, rather than waste 
has just enacted authorizing legislation previding 
worth of reconstruction of the old react t Hantor 

s provides once again an opportunity to use the co atk ‘ed | 

»intonium pile 


« Bi 
~ PATIO) 


Phere is stil] another aspect of the effect of this bill which concerns 
- The Pacific Nerthwest Power ( 0. OF ANY other combination whi 
secure exemption from the provisions of the Public Utility Act 
f 1955 by passage of this bill, would no longer be bound by 
ents of section 12 (h) and (4). One of the 
under the investigation of Insull : 


r companies to iifluence 


Gil 
il 
require 
abuses whicl 1was revealed 
ind Hlobson was the activity of hold 
schools and control the political activities 
States and local governments. 
Phe Congress, therefore, in its good judgement, determined to forbi 
v registered holding company from, and I read section 12 (h) (1): 


h) it shall be unlawful for any registered holding company, 
diary company thereof, by use of the mails or any means or 


interstate Commerce, or otherwise, directly or indirectly 


(1) to make any contribution whatsvever in connection with the candidacy, 
ynination, election, or : or to any office or p 


or any sub 
instrumentality 


appointment of any person for ’ SI] 
ion in the Government of the United States, a State, or any political subdivision 
of a State or any agency, authority 
e foregoing 


, or instrumentality of any one or more of 


It may be that that is the most serious aspect of this whole matter. 
Section 5 would legalize political and lobbying activity by corpor A 
tions which is being condemned before other 


CTeSS, 


committees of this Con 
This is no time to provide less stringent bars to political 


l a 
activihy by corporations which operate under franchise from publi: 
islative bodies. 
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In SUnMNArY, Mr. ( hairman, We are opposed to this bill because : 

1) Whatever legitimate need there nacey be for exemption of co) 
porations from the public utility holding law can be met throug 
diuithistrative procedi re under pre ent law. 

(2) At \ drastic change in basic law atfect hye the atomic industi 

ould v~ COl dered In relation to the Atomic nergy Let ot 1); 
by the Joint Committee on Atomic Energy. 

(3) There is no reason for ¢ reatine loopholes which could lead iO 
repetition of the monopolistic practices of utility financiers whi 
made the original passage of the Public Utihty Holding Compa 
Let necessary. 

‘e) atoll Pas orrE. Sennatol Potter 

‘> Leo! Porry . It . wood to See you again. Ile and -[ served 
ihe if mise Together, You k 1IOW (haat we had repre entatives irom tl 
(tilities Workers Union of America, Mr. MeMahon, who testified 
favor of this legislation. I believe he is afliliated with the AFL-CIO 

Mr. Biremitner. Senator Potter, that is just good evidence of i 

fact that the American labor movement, contrary to the Opinion ( 
Onie peo] le. Li onol} hic gvroup which enforces its demand 
WpOotl all Ol I COlistituell All Oi oll constituent UNIONS have 
WubOnOMYV to do as thes will. But this is the view of the federatio 
{ elf 

Senator Porrer. And you dont purport to be speaking for all « 

e AFL-CIO. 

Mr. Birmintier. Weare speaking for the official policy of the Amer 
eal Feder tion ort Dol CL Ole re ol Li dustrial Oreanizations 

senatol I} TER. Irre pective ol the testinu hy ol the WhHIOnsS VW 
represent locals in the operating field 

Mier. Brremainuer. That the view of one union. LT might ad 
thy (rl), for the record, that before thi testimony Was presented Vi 
discussed this problem with the officials of the International Brother 
ood of Electricnl! Workers, the international officials. the presi le 
aha secret ry, and they agree that they do not heli Ve that the Pul 
Utilitv lding Company Act should be we ikened. 

ms tor PoTrER. Si ae Past e hn lf has no intention ot doing 
Th ng that wilf weaken our laws with respect to monopoly contro 
What would the } f1on of your OVreaniZzation he if Sectloh oF Were 
stl ken fron the 1) hal the 1 1] were lim ted or restricted tO no 
promt organizations, limited to the pel od of time for developme | 
ind research, as designated by the Atomic Energy Commission at tl 
time of securing a license i 

1) othe words, limited 1}) scope to strictly research and develop 
ment for nonprofit organizations for atomic research. i 

Senator Pasrore. Before vou answer that question T want you te 
know that Senator Potter has no pipeline into this room. He wasn’ | 
ere he | brought Up the “ame thattel lt voes To prove how this 
thing ictually beige re ned through he proce ; of these hearing 

Senator Porrer. Did you ask the same question / 


Mr. Bremituer. Approximately th une question. Without mak 
mV comniitment | vid we would he vlad 


revised bill. 


I ave worked with msenatol Past 


to take a look at such 


ore in this atomie field for som: 
time \s vou stated earlier. Vol md | know ench other. I certainty 
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wouldn't argue that you gentlemen are atempting purposely to play 
il tric k on the people. | agree with you, L thin k vou have the coh 
sumers’ interest at heart. Wedon’t think this bill doe s. Thatis not au 
tomatically testing the authors of the bill. We understand legislative 
processes. We would be h: apps to take a look at the revised bill. J dad 
miade the remark, | think he fore Vou Came In, and Senator Pastor 
also raised the pont that he aereed there was a lot of difference be 
tween section 4 and section 5. I eather that section 5 has practically 
Heel buried, which Is ood Hhews as far il we are Concel e a. 

If vou want to revise section + we will take a look at that. 

Senator Pasrorre. Thank you, Mr. Biemiller. 

Mr. Breminturr. Thank you for the opportunity to appear here. 

senator Pasrorr. Are you ready, Mr. Olds? 

Mr. Onps. Yes, Senator. 

Senator Pasrore. You usually are. Will you step forward 4 


STATEMENT OF LELAND OLDS, FORMER CHAIRMAN, FEDERAL 
POWER COMMISSION 


Senator PASTORE. We Wiht the record to show that Vir. 5 i 
Olds w: as invited to present his views on S. 2643 by Mr. Magnuson, 
he chairman of the Committee on aa and Foreign ¢ Onwnerce, 
Do T state that properly, Mr. Olds 

Mr. Otps. Yes; thank you. I received a letter from you, | k, 
senator, mnvitiIne@’ me to testify, and so I stated initially that I an 

; ; = 
ippearimng at these hearings at the invit 


| | iwlerstood. 


> ] 
ation ol the committe 


Senator Pasrorr. Mr. Magnuson wanted your views on the 1 
iN i we complied with that suggestion by inviting you to com 

Mr. O_ps. Lappreciate that. Shall I proceed 4 

Senator Pasrorre. Yes. 

Mr. Outvs. My views on this proposed legislation are based on 
experience of more than a quarter of a century devoted largely 
the power industry, with direct responsibility for many techni 
studies, regulatory decisions, and reports to Congress. This expe 
rience includes 8 years as assistant to the chairman and executive 
secretary of the Power Authority of the State of New York: 10 veal 
as member of the Federal Power Commission during 6 years of whic! 
| served as chairman of the Commission: member of the President 
Water Resources Policy Commission, serving as commissioner in 
charge of studies; and member of the New England-New York Inte 
Agency C‘ommittee, representing the Department of the Interior. J 
aim at present head of nergy Research Associates, an affiliate r tine 
Public Affairs Institute. 

During the period 1939 to 1944 I had principal responsibility for 
the Federal Power Commission’s national defense power work, which 
included planning for additional capacity to meet the requirements of 
anticipated defense production, encouragement of interconnection 
and coordination among the country’s power systems and the issuance 
of emergency orders requirng such interconnections to make possible 
regional power pools, and cooperation with the war production agen 
cies on location of large defense loads. 


79039—536——21 
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On the basis of this experience, I respectfully suggest that this 
committee has before it here today no routine bill, but one which 
would determine both the shape of the new atomic fuel industry and 
the organizational basis upon which the country is going to enter 
the age of giant power. 

It is my view that this proposed legislation, S. 2643, would leave 
the public interest in these huge steps forward in our power economy 
virtually unprotected. 

The country’s experience during the utility holding company era 
makes it very — that the forming of increasingly large private 
power consortiums cannot be left to the unregulated deci isions of 
private iateatelinie 

In order to make sure that these new stages in the evolution of the 
electric power industry shall make their maximum contribution to 
the country’s welfare, the title and stated purpose of S. 2643 might 
well be used to authorize a comprehensive survey of the power indus- 
try, as a basis for recommendations for legislation assuring a modern 
setup which will fully measure up to the requirements of this country’s 
future in a highly competitive world. 

I shall deal first with section 5 of the bill because of its implications 
in terms of our future power supply, and then turn briefly to section 
4 and its significance in terms of the people’s interest in low-cost 
atomic power. 


COMPANIES WANT NEW REGIONAL COMBINES FREE FROM FEDERAL 
REGULATION 


Section 5 of the proposed legislation would grant private power 
companies a large degree of freedom from Federal regulation as an 
inducement for them to take a long overdue step in the organization 
of power supply on a modern regional basis. The public interest, 
however, requires the preservation of existing regulatory safeguards 


| | Ww ones, iu lapted to the @iant power eee ene | 
placed on the statute books. ‘The country cannot afford a repetition 
of the experience of the utility holding con ae era in which the legis 
lative barn door v vas closed only after high-riding financiers had made 
off with the horses. 


In order to place the plans of the — proponents of S. 2648 in 
proper historical pel = aphe. | sh il] re fer | rie fly to the testimony ol 


(ceorge L. Rodgers who eared here on April 17 as spokesman fon 
a eroup of Northwest Seat util) ties, 

A or to hKodget 

The proposal in the pe ¢ bill is dictated by 20 vears’ advancement in the az 
and bv condit existing 1956 as contrasted with those that existed in 1935 
when the Holding Company Act was enacted. 

Hi further 

We are simply asking that a group of operating companies serving a compact 

eraphical region be pet tted to pool their financial resources to provide 

‘customers with low-cost electric energy 

Rodgers pointed out that nothing less than a 100,000-kilowatt steam 
eenerating station can provide low-cost electric power and that more 
than 5S percent ot indepet lent electric companies cannot afford such 


plat ts Ile said that these smaller companies are, therefore, inclined 
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to build smaller plants and must be encouraged to pool their resources 
to build large, modern, and efficient plants. He interpreted such 
encouragement as requiring their exemption from thereby becoming 
holding companies. 

The memorandum submitted by Rodgers in connection with his 
statement emphasizes that the framers of the Holding Company Act- 
could not have envisaged the sweeping technological advances in the electric 
utility industry that have taken place in the past two decades. 

It states that in 1955 steam plants of around 25,000 kilowatts could 
be built with the financial resources of average companies, but that 
large modern 100,000-kilowatt and 200,000-kilowatt plants are beyond 
the reach of most companies. 

It then discusses the contrast between each individual system pro 
viding its own generating facilities and a group of companies as a 
whole providing the facilities to meet the needs of a region, and 
continues : 

The installation of new generating resources designed to meet the requirements 
of the group as a whole will make it possible to meet the same amount of regional 
requirements with fewer plants using larger units than would be the case if each 
system installed new capacity to meet only its own needs. 

Rodgers’ memorandum also emphasizes the corresponding impor 
tance of joint ownership of future hydro developments, pointing out 
that 
most of the remaining hydroelectric sites are such that full development of the 


potentialities requires projects which are so large that the capacity added may 


ve equal to the entire load growth of a single system for a 10- or 15-year period 


It adds: 


Che burden of carrying unused capacity for so long a term of years would be 
su as might make it impossible for a single system to finance the project 
ae ee ne P ' sonia — = 
I might interject here that the Idaho Power Co.’s proposal for build 
. j j ' 1 ’ 1 ‘ S } ’ 
ne a substitute for the high Hells Canvon project 1s a good example 
; : aie ‘ I 
or W it he 1s talking’ about. 
| nrorect. the + |} ree nr 1ect whi ly t}) \ re prone oO } 
of the high Hells Canyon project, are inferior projects. But the 
ee oe : SP a a3 > sce 
( « > a po er. O] Tye make Wos nie f oa 4 Vet 
' ( lim! » we 1] 17 
Y 
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PACIFIC NORTHWEST POWER CO, SUGGESTS NEW PATTERN 


The Paecifie Northwest Power Co. is a significant example of the 
sort of combination of private power companies which the proponents 
of this bill want freed from regulation under the Holding Company 
\ct. The precise nature of this combination is well outlined in the 
Securities & Exchange Commission comment on S, 2645. 

The Cuairman. With the deletion of section 5, would that apply ? 

Mr. Onps. With the deletion of section 5 it would not apply. 

The CHamman. Then why don’t we put all this in the record and 
eo on with the bill? 

Mr. Orns. Because I am establishing a foundation for some recom 
mendations as to steps that I think should be taken. 

The CHairman. All right. [ am trying to save a little time. 

Senator Pasrore. We have been at that objective for weeks 

Mr. Onps. I will let this quotation co in the record as read. 

The Cramman. I think it is better. We all understand what yo 
are talking about. I am sure that I do. And as long as section 5 
out, there is an old story, when I was a young lawyer, “when the judge 
Is W ith Vou, keep quiet.” 

Mr. Oups. I hope the judges will be with me in the suggestions | 


he to make. 


al ol 

The Charman. IT didn’t mean that as an admonition to you, but if 
Vo ( =~ Wo et S rest 1 , 

Mir. Orns. In general it is a very good suggestion, Senator Mao 
HuUSO Phe SEC savs 


vy aware, the primary immediate effect 
of the bill would be with regard to a proposed joint power project in the Paciti« 
Northwest. The bill would permit the Washington Water Power Co., a Washing 
ton corporation; tne Pacific Power & Light Co., a Maine corporation; the Mon 


So f: aus the Con ISSLO is presently a\ 


I 
tana Power Co., a New Jersey corporation ; and Portland General Electric Co 
an Oregon corporation * * * to acquire all the voting stock of Pacific Northwest 
Powe o., Without becoming holding companies under the act. The obyi 
ous desire of the sponsoring companies is to free themselves from the regulatory 


OVISI« ot ft 


t 
| he act despite their ownership of a subsidiary which will be 
engaged directly in the business of producing and transmitting electric energy. 


The SEC notes that the four sponsoring companies were at one 
time subject to the proy isions of the act by virtue of the fact that. in 
the case of the first three, they were subsidiaries ot Eleetrie Bond & 
Share Co., a registered holding company, while the fourth sponsor 
was a subsidiary of Portland General Electric Power Co., a former 
registered holding company. 

Although not noted by the SEC, there are two other companies 
which may ultimately join the combination, both former Electric 
Bond & Share subsidiaries. These are the Idaho Power Co., which 
is Waiting for its license to develop the Hells Canyon power resource 
to be cleared through the courts, and the Utah Power & Light Co.., 
with its steam plants near the great Utah coalfields, which is already 
interconnected for exchange of power with the Idaho Power Co. 
system. 

Now, what will the people of the Pacific Northwest face if this 
combination is consummated outside of the jurisdiction conferred by 
the Holding Company Act? 

They will face a consortium of private companies embracing all 
the region except the Puget Sound area and certain other areas served 
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1)\ public power districts. This Combine Will have a common board 
of directors, the directorate of Pret Northwest Power ( 0 kurt eC] 
more, all except one of the compar les are linked fogvet he, by 
avemenft and engineering SCV ICES of basco Services. Th —. lOTlY 
owned subsidiary of Kleetrie Boy cl & Share ¢ .. the hol ho COMP thy 
whieh Was theoretically dissolved. SO far as the Pacific Ni rthwest IS 
concerned, And "basco is also to be an essentig} factor jy the settine 


lp, Mia dfvement, and engineerino ot the Pra, ie Nol Vest Pow, 
(©, 

In other words, the people of the Pacific North eSt ma wel] be 
facing the rebirth of the Electric Bond & Share vstem 1n s] go) thy dif 


fery hit form but ctually more al] embray Inge thay he syste ii 
was dissolved by the SEC under the Holding ('o) pany Act, (nd if 
S. 2643 should become law, as if Presently jc before you 


I o tl ml ATE” 
Vstem would be freed from SEC regulation unde) the Hol & Con 
pany Act which Would otherwice continue to protect ; 
pects of the public interest +. 1 how does In the case of Ch) feo) tec] 
regional] Systems as those of the Souther) SG: ana Middle South 
Utilities, 
As I shall point out Subsequently, the Kedera] Powe) \ct pr i¢ 


ho adequate vuthority to Protect the public interest In such a eon 
hation, In fact, such a complex interrelationship of Wholes ile ane 
retail Power functions would present a very diffien]t regulatory prob 
I Nh) for State and Federal] avencies combined. 

I might say at this Point that you have had before you, presented 


by Mr. Clyde Ellis. the eeneral manager of the National Rural Ele, 


(re Cooperative Association, naps showing the wide areas that sueh 
ombinat ONS would be Permitted to avoid, Holding Company Act 
Ir’ sdiction that would contro] and serve, if sue) combinatio IS are 
worked out. 

The Crratrasay, Speaking for myself and yourself In this parti 
lar case, we have a real Serious Problem here in the Pacifie North 
west on hydro that Is hote quite on all fours with some of the SUS oes 
tions made by the Senator from Rhode Island and the Senator from 
Michigan. 

We couldn't afford CO allow thi to escape the scrutiny of the Hold 
ho ( ompany Act. Isn't that the Meat of the coconut ¢ 

Mr. Ops, That is the meat of the cocanut. 

The Cn AIRMAN, It Is a very food Statement. I read it. [i Doses 
our problem Very well and succinctly, I congratulate you on it. 

Mr. Oxps. Thank you, Senator. 

Senator Porr R. There IS ho intention at all to Weaken the Publik 
[ tility Holding: ( company Act to bring about dangers, as some people 
sid, Whether those dangers are true or not, ] don’t know. My in 
ferest is section t of the bill and the modifications that we have di 
lisseq this morning, It would CCI TO me that they would meet the 
objections that have been raised, 
Mr. Oxps. Senator, ] acree with you that what has been discussed 

morning would meet the objections CO section 5. However, ] 
think that both the title of your bill and the possible combinations 
that section 5 would have permitted tO come into existence without 
being subject. to Holding Company regulation by the SEC raise such 
tn lmnportant question in terms of the country’s future power supply 
that the matter should be discussed on the record 


1 | 
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Senator Porrer. It has been well that it has been discussed as 
thoroughly as it has. 

Mr. Oxps. I think it involves something, that although section 5 
might not be the right thing to do about it, Congress can well do some 
thing about it in order to protect the public interest in the new step 
forward in the power industry. 

What I am pointing out is that this giant — concept that the 
companies now contend has been made possible by technical progress 
in the last 20 years, since the Holding Company Act was passed, actu 
ally was possible back as early as the middle 1920’s. 


PRIVATE POWER COMPANIES ARE 30 YEARS BEHIND THE TIMES 


Not just within the last 20 years, but as far back as the 1920's tech 
nology opened the way to “giant power” as a means to cheaper and 
better electric service. But the financial interests, which were then 
reaching out to control the Nation’s electric utility companies, were 
more interested in building far-flung holding company empires as a 
means Of making huge profits at the expense of both consumers and 
SD): il] vestors th th) 11 organizing low- cost power sup ply ona modern 
basis. 

During that early period, when the publicly owned Ontario Hydro 
Klectrie System was going forward with a giant power wholesale 
power supply system, private power interests in this country were 
nationally organized to thwart effective State regulation. They were 
resorting to every device which their lawyers, accountants, and en 
gineers could dream up to maintain the high electric rates requird to 
support the inflated capital structures of their holding company pyra- 
mids, as well as to cover the charges of a vast array of affiliated en 
gineering and service companies. 

As far back as 1925, Gov. Gifford Pinchot of Pennsylvania, pioneer 
forester and conservationist of the administration of President Theo- 
dore Roosevelt, transmitted the report of his Giant Power Survey 
soard to the General Assembly of the Commonwealth of Pennsylv ania. 

In general, if you read Governor Pinchot’s message transmitting 
that report to the State legislature you will find that it envisaged 
almost precisely what the utilities are now urging they wish to do with- 
out becoming subject themselves to the Holding Company Act. 

There are certain differences, however, and those differences suggest 
ways in which the public interest can be more fully protected than is 
even possible with the existing Public Utility Holding Company Act. 

Governor Pinchot’s message, after eloque nt reference to the import- 
ance of energy in all civilizations, saw “giant power” as 
a plan to bring cheaper and better electric service to all those who have it now, 
and to bring good and cheap electric service to those who are still without it. 

The report itself, prepared by an outstanding group of engineers, 
headed by Morris Llewellyn ¢ ‘ooke as director, describes the same pos 
sibilities of large generating stations integrated by a transmission 
orid as the course of low-cost regional wholesale power supply that the 
spokesman for the private power companies now urge. But the pro- 
posed setup goes much further in suggesting the kind of organization 
of power supply that would protect the public interest. 
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fmaportant essentials of this Pennsylvania giant power plan, which 
ire relevant to consideration of S. 2643, include: 

(1) Mass production of therm: . powel by giant power generating 
tations of great capac itv in or near the coaltields, pplying large 
ipacity transmission lines alana with all other major transmis- 


ion lines in the State; 


(2) Creation of a comon pool of power into which current from all 
ources will he poured, and out of which current for a pepe ry 
taken. This is to be secured by makine the e Gant po 


common purchasers of surplus power from all 
n the State and common sellers to all distribut 
State; 

(3) Free access by every Walerpowel and steam-gene! 
to every potential purchaser, which means every distribut 
the State which supplies the consumer, through 1 
tran smission lines COMMON Carr ie rs: 

(4) Systematic extension of service lines throughout 
hy farmers’ mutual companies and rural electric districts sery 
equi lity with all other distribution systems by current from thi 
power companies or any other generating stations deliver 
ommon-earrier transmission lines. 

In other words there was proposed to the power industry as far 
ack as 1925 substantially what Mr. Rodgers is talking about an 
what Mr. Corette is talking about in supporting this proposed legisla 
tion. 

Governor Pinchot contrasted this giant power plan with super 
power, the line along which the electric utilities were developing the 
industry. 


Giant power 


Pinchot. said— 

seeks the cheapest sources of power and proposes to create a great pool of power 
into which power from all sources will be poured and out of which power for 
all uses will be taken. 

He described it as 

e pooling of supply, not the disposal of surplus; and the chief idea behind it is 
not profit but the public welfare. 

Ife said that superpower involved only the interchange of small 
quantities of surplus power with the principal object profit for the 
companies, not benefit for the public. 

Senator Pasrorer. Who would own that giant generating steam 
plant ¢ 

Mr. Ovvs. In the proposals of the giant power surveys—Governor 
Pinchot’s survey—it was not proposed that those should be publicly 
owned, The general assumption was that they would be priv: ately 
owned generating stations, and privately owned transmission systems. 
But the essential thing was, as I will point out in a moment, that the 
-urvey proposed essentially wholesale power supply svstems based on 

ery large plants, taking care of the necessary power supply of tl 
listribution systems of a very large region. 

What Pinchot was talking about, and what I am going to be talking 

bout in just a minute, as a suggestion, is the fact that the really im- 
portant development in this 20-year period which Mr. Rodgers says 
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opened new possibilities, the really important development isn’t the 
possibil t\ of these powel pools based On large stations: but it is the 
possibility of separating the wholesale power supply function from 
the distribution of electricity function along lines very similar to 
the TVA setup or the Bonneville Power Administration setup. 

In other words, if vou li ike the idea ot that kind of coordination 
of w holesale power su} ply anid don’t raise the question ot ownership, 
you have got a basis for not only assuring the low-cost power supply 
that they are promising, if they get exemption from the Holding 
Company UAct 

Senator Pasrore. You don’t see cu objection {oO SIX companies 11 
New Eneland building a steam plant of their own, and going before 
the SEC and askine for a exemption, if they are entitled to one. 
or coming under the Publ e | tility Holding Company Act if they 
wet an ext ‘mypti I see a oreat deal ot subs tanee mM the areu 
that was made ; ‘Mr. Rodgers. Of course, Mr. Rodgers didn't 
vet mto t bre pit t of the bill itself. All he was trving to explain 
was the fact that we have now reached the stage W here all these com 
panies realize that one public utility company alone cannot build 
joint steam plant because they don’t have the capacity of distribution, 

| | VOI toget he rthey could all pool their resources 


cant 


ment 


whereas 1f a half 
and actually pro luce the current more cheaply so that it could be sold 
to the consumer more ely msply. 

And Iam very much intrigued by the idea. Of course, there ought 
to be some vyovernmenta ls supe rvi ion as to what the y are coiIng to clo, 
so that the consumer and the investor will not be injured in any Way. 

Mr. Ouns. What I am suggesting 

Senator Pasrorr. I mean a from the finances. I am getting 
into the eflien \ of the plat ot ft pooling resources together and vetting 
the current more cheaply to the consumer 

Mir. Orns. I wree with you completely. It is desirable to have 
Integrated power supply planning for a region, and those will be very 
aree regions in ter of modern power supply technology. You have 

ie bigvest plants and most efficient plants. That will 
quite Important in the field of atomic power because vou get mucl 
lower power cost possibilities with large atomic plants than you do 


{ 
] ] 
i 


to have f 


shaadi ones, 
But Tam going to be suggesting this, Senator, that what the com 
he right way to provide power supply 

with one exception: for regulatory purposes, to simplify regulation, 
and in order to make sure that this power supply is available to every 
distributor on ay equ | basis, instead of having the distribution sys 


panies are talking about is 1 


tems own the wholesale power supply system, it ought to oP set up as 
separately owned private power supply grid which would have the 


_ 
1 


tility obligation te y supply all distribution systems, ine ee private 
that Biota ibute electricity, like the companies in New Eng 
land. You have a somewhat similar situation in the ses England 
power system. 

Senator Pasrorr. Why is that necessary? I don’t follow your 
logic. Take a big g CON pany like Commonwealth Edison, possibly the 
biggest in the world. They can go out and build plants themselves 
and own them. But vou take a lot of small companies in Maine, 
Vermont, Rhode Island, Massachusetts, and Connecticut which ean’t 


companies 
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build one and own It on their OW), Wis arent tl ley entitled to vel 
together and own their own generating plant? W hy must they sub 
ribe to na Wholesaler’ After all, the wholesaler will be in business. 
They go before the SEC, they | float the stoe k, and sell it all over the 
ountry, and they build one b cr plant a then they begin to sell the 
irrent to Rhode Island. Whi shouldn't Rhode Island be e titled 
o own part of that generating plant, provided it is willing to go 
before the SEC and show that they are not trying to create a mon op 1) of 
Why should there be that distinction of aiding the bie fellow who ean 
id his own giant plant, and saying to the little fellow who ean’t 
ford to do it, “You have to remain little and be at the merey Ot the 
holesaler.” ‘hat is the los ole | have hevel leg lh able tO follow 

Viv. Ops. What I have been sugevest ing is that eventually both the 
ttle fellow and the bie fellow ought to be gettine their wholesale 
power supply from. a regional system that is far larger than even 

e Consolidated Edison of New York, or the Commonwealth Ediso1 
yf ( hicngo. 
senator Po. PER, ae mean from a public SVstt In ¢ 
Mr. Oups. No, sir, Tam saving that this can be either public o1 
private. Tam saying that it would be a very wise step in the utility 

lustry today if you set up separate wholesale power supply. 

Senator Pastore. Why ¢ 

Mr. Ouns. For two reasons. In the first place, it would tremend 

lvs “ ify the regulatory problem. Just look at the situation in 

ek - Northwest. the Pacifie Northwest Power Co. setup. The 
ehens and they also appear in the setups like the Ohio Valley 
| Le rie {Oa Kleetrie nergy Ine.. and in thre »recent 11 XO) Yates pro- 
posal for setting up the Mississippi Valley Generating Cr You have 
vaanit of your distr bution systems re sting, in part, on owne rship 
fan eee in your wholesale power supply system. 

Thes * pro} yosals also ine luce the a ssumption that your wholesale 
power aa ply system will depend, for its necessary margin of equity, 
n part on the equity of your deal ribution ee: 

Furthermore, you have the confusion that is very much present in 
the attempt to adjust Federal reeulation ne state reoulation today, 

here conipanies are pe forming both distribution functions, W vhich 
re regulated by State commissions, and also transmitting electricity 
hich flows in interstate commerce, or making wholesale sales to other 
or gs in og seme commerce, thus coming under the jurisdiction 

Kederal Power Commission. 

‘eo have a comp lication in regulation there, and you would increase 
that compheation if you had combinations which not only owned 
wholesale power supp sly systems but also, in their individual company 
capacities, owned some generating capacity and also some transmission 
‘apace ity. 

[ am proposing a thing that will end this controversy over the 

Senator Pasrore. But this is the fallacy in your logic, Mr. Olds, if I 
May be pe rmitted. The grassroot regulation comes from State reg 
ulation, E very governor of every _ ite—and IT have had the honor to 


be one—is ve ry much concerned at what the power rates are to thi 
people of his own State. It is Nie responsibility to wateh it very 
closely. And because of the intimacy of the situation he is held 1 


sponsible to the electorate if he allows these rates to vet out of line, 











326 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


You are suggesting that the wholesale activity will be under t] 
Federal Power Commission. 

Mr. Oups. That is correct. 

Senator Pasrore. You are suggesting that the distribution will 
under the loeal ¢ 

Mr. Oups. That is correct. 

Senator Pasrore. In the establishment of the rate on the local lev: 
the local authority will have to be guided by whatever cost is grant: 
to the wholesaler. 

In other words, the supervision is far removed from the local co 
sumer. Weare getting now down tothe Natural Gas Act again.  Y« 
are remoy ing’ the control at the source from the control at the elect) 
bulb. And J say that is bad, because the minute you beomn to remo 
that control, then you actually place the consumer at the mercy of t] 
wholesaler, and I think that is very bad. I think the confusion is 


the opposite direct ion. 


I want to leave it so that the local authority can say to this compa \ 
‘T don’t care where your generating plant is, this is all Rhode Isla 
an pay and this is all you can charge,” and he can’t say, “Look, th 
is a nice price, that is a nice logic, but Tam paying 2 cents a kilowatt 


] 


hour. I am just using that asa figure. “So I have to charge 3 bi 
cause ny cost is 2." Whether it is reasonable or unreasonable. An 
I want to leave the supery ision on the local level, because usually whi 
vou do it at the grassroots you are doing it very carefully. 

~ Mr. Oxups. Senator, I don't want to get into a discussion of the rela 
tive interest in low rates on the part of Federal 

Senator Pasrore. I have gone through it. I have fought the tel 
phone company, the electric light company, I have fought them all 
The only trouble I had was with the telephone company because they 
were all over creation. 

We could never stabilize the eost because the costs were all fieured 
outside of the State. We had no jurisdiction. And we were boun 
by those COsts whether we could prove that they were rensonable Ol 
unreasonable. 

Mr. Orns. The reason why the Federal Power Commission wa 
riven the authority to regulate wholesale rates in interstate commerce 
arose out of a case that involved your State, the Attleboro ease. 

Senator Pasrorr. We have been fighters from the beginning, and 
we still are. 

Mr. ()LDs. It was because your commission Was unable to reach 
wholesale power supply costs where interstate commerce was involved 
that the Federal Power Commission was given this jurisdiction 

The fact is that if vou are going to have a modern low cost powel 
supply, it is going to be interstate power supply. You can’t mak 
pools today that are entirely within Rhode Island. Under the (‘on 
stitution your commission cannot reach those rates that involve inter 
state transmission and interstate wholesale sales for resale. This j 
so even under present conditions, quite aside from what I am _ pro 
posing. I am proposing to simplify that, so that the State com 
missions can reculate simply when it comes to the rates within the 
State on the basis of adding the distribution cost to a wholesale 
power supply cost that is reached on the busis of the rates of whole 
sale power supply systems fixed on the basis of contracts for whol 


J 


AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 327 


cile power supply to these retail companies, My experience wit! 


] 


regulation, both at the Federal level and in cooperating with State 
commissions, indicates clearly to me that the result will be more 
effective reoulation in the mterest of the eonsumer rathes thi le 3 


Senator Pasrore. Are vou telling me that if the distrib iting con 


pany mn Rhode Island owned 50 percent of a generating }! int in © on 
necticut. that the Rhode Island authority couldmt determine what 
the eost was at the souree of production / 

Mr. Oups. Exactly. 

Senator Pasrore. | doubt it. 

Viv. Onps. You couldn't revulate the rate 

Senator Pasrore. They could look into it. They can’t regulate th 


rate at the source, but they can regulate the rate at the source | 
ry Q iape O}) predicated On what the COSt 18 atl t hae OUPCE Thiat 
the point. The important thing is that they have the line of con 
} I cation to the point of souree. 
NIi (Dips. They \\ }] alway have that po bility ited 
stances 


Senator Pasrore. Not if they are two disconnected companies 

Mir. Orns. Whatever they determine to be the cost at the pomnt ol 
production, under the Constitution the State commission in Rhode 
Is d would not he able to determine what the Rhode Island cor 

\ would have to pus the COMpany that venerated thre pow 
( necticut. 

Senator Pasrore. No: of course not. But if the Rhode Isla 
ra tributine COMPA owned halt ot the venerating company nm ai 
other State, Rhode Island could determine whether or not the cost 
that was bere leveled Upon the COMSUuMer NM Rhode Islay «| yas be 
blown up or cut down toa reasonable level. 

Mir. Onps. [ think Vou would find that they would vet into great 


trouble in the courts if they tried to make that effective in terms ot 
rates, because so far as there is an interstate cost involved, if sub 


ject to Federal regulation and not State regulation. 

Senator Pastore. Even without voing to court I cnn see it as Lgreal 
deterrent not to run away with it. 

The CramrmMan. If it was a private company, private wholesale 
COMMpany, they then would be part of the board of directors and would 
havea great deal to say in the determination. 

senacor PASTORE. Absolutely. 

The CHarmMan. Wouldn’t that be true ? 

Mr. Ops. Tam suggesting that in order to get the lowest cost powe) 
supply for the people, and make available wholesale power supply 
at the lowest possible level to every distributor, whether public Ol 
private, if is desirable to have these wholesale power supply combin \ 
tions not interlocked, as far as ownership is concerned, with the dis 
tribution companies. 

Phe CHarrmmMan. You WY have a fieht bet ween the ownersh Exe 

Mr. Oups. You would have a combination there that would pra 
tically dominate a region, 

Senator Pasrore. You are in the business, arent vou. Mar. Olds, of 
distributing current, rather than 
do both 4 


Mr. Oups. Tam not in the business. 


enerating current’ Or do vo 


a“ 
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Senator Pasrore. | mean your concern, Your concern is with thi 
distribution of the current, isn’t it? 

Mr. Oups. Tam concerned with the two parts of the eleetrie bus 
ness. One part is the production and provision for the delivery of 
holesale power supply, Just the same function that the TVA pei 
forms ona public basis. I am interested then in the distribution cost 
of taking that power which they may be able to buy for 4, 5, or ¢ 
mills a kilowatt-hour and distribute it at the lowest possible rat. 


to the consumers. ‘Those two parts of the business. 
Senator Pasrorre. Are you actually saving that if a distributing 


COMpPAHNV Can. OW va tarve SCE, venerate power, that it wouldn't ly 
better for it to ow) fs generating facilities and vet a middleman 


here? LT always found when vou got a middleman in there the pric 


vent Up). I fiat >What you are sugvesting today. You are creatinys 


VIr. Ops. No. 
Senator Pasrore. Lam trying to eliminate the middleman. 
Mr. Oups. Iam trying to fix lower local wholesale prices on the 
in you get today on the kind of interstate power poo! 
which the power companies are talking about, the rates for which will 
be subject to Federal regulation anyway. Iam simplifying the provi 
sion for that kind of power supply. 

Senator Pasrorr. | der the ex:mple that you have o1vel, let’ 


issume anew company is fe rmed for the purpose of building an extt 
large, giant steam generating plant. They would not come undet 
the Publ Cc | tility Holding Company Let. would they / 


Mr. Oups. Today / 

Senator Pasrore. Yes. 

Mr. Oups. Yes. 

Senator Pastore. Why / 

Mr. Oups. Do you mean Iy themselves ? 

senator PASTORE. That’s right. If X company was created for the 
purpose of building a large steam-generating plant, no matter how 
bio it was, if it was the bigvest in the world, they would not come 
under the SEC regulation of the Public Utility Holding Company Act. 

Mr. Onps. That is correct. 

Senator Pasrore. The only time you get into this difficulty is when 
a group get together to build this one. 

Mr. Oups. That is rieht. 

Senator Pasrorr. So you are actually suggesting a way which might 
be a subterfuge under this law, aren’t you ¢ 

Mr. Onns. No. If you built one large generating station and it was 
engaged in the transmission or sale of that power in interstate com 
merece, It would come under the Federal Power Act. I am going to 
suggest certain wavs that the Federal Power Act could be amended 
to protect the public interest in that kind of setup. 

Senator Pasrore. Even under S. 2643 they would come under the 
Federal Power Act. The minute you put this current in interstate 
commerce you come under the Federal Power Act ? 

Mr. Oxrps. That is correct. 

Senator Pastore. S. 2643 does not eliminate Federal or local juris 
diction, depending on whether the current goes interstate or intrastate. 

Mr. Oxps. I was about to discuss that. May I discuss that phase 


of it? 
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Senator Pastore. All right 

Mr. Oups. With a few notable exceptions, the interconnections bx 
tween power companies right down to the present have involved t 
exchange of surp lus power, rr ather than the pooling oft power sup se 
eet the great modern power plants to assure low-cost power supply 
o all distribution systems in a region. And important exceptions are 
cls integrated holding company systems fully subject to regulation 
by the Securities and Exchange Commission under the Holding Con 
pans Act. 

So it is clea r that. so far as power technology Is coneerned., the pos 
bility of eas a wholesale power - ply systems based on very large 
venerating stations, pictured here | 'V the represents itives of private 
power companies supporting the ee ee ild well have been envisaged 
by the framers of the Publie Utility A Act of 1935, of which the Holding 
Company Act is title I. 

In fact, both title I and title IT « f the aet contain evidence that 
hey qd. < Eyre Holding C nasa Act, in the so-called death-sen 


tence section . permits the retention of single, integrated regional 
ystems so aes as to provide room for such elnnt power develop 
ments. At the same time title II. which constitutes the new Federal 


Power Act, contains section 202 (b) making it the duty of the Federal 

Power Commission to promote and encourage voluntary interconneec 
on and coordination between systems 

the purpose of assuring an abundant supply of electric energy throughout 

he United States with the greatest possible economy and with regard to the 


per utilization and conservation of resources, 


Actually, in the 20-year interval, since enactment of the Holdin 
Company Act, in which power Compan spokesmen content there have 
been important new developments, the most important, although they 
do not mention it. Was the TVA, followed closely by the Paeiti North 
west Power Pool using the Bonneville Power Administration system 

its orld, 

These great programs opened the eyes of the country to the possi 
bility of simplifying the business of assuring economical power sup 
ply through setting up independent wholesale power supply systems 
for the ditlerent re@ions. For nearly DO years, the Ontario Hydro 
le lec trie Power sh stem has provided low cost wholesale power supply 
for Canada’s most populous Province on that basis. The same kind 
of setup would be the sound approach to integrated or giant regional 
power supply throughout the United States, whether financed on a 
public or a private basis. 

Such a setup would — the low-cost power advantages sug 
gested by Rodgers. And it would have these further advantages: 

l. It eal | greatly ewiite the regulatory process because the di 
tribution systems would be really local in character, subj yyect only to 
State regulation with rates based simpy on reasonable distribution 
osts ad led to the cost of power supp lv } uurchased from the interstate 
remonal system. There would be ho Br ot interlocking Ownhe)l 


Lil}. 

> It would similarly simplify regulation because the functions of 
generating and transmitting wholesale power supply would be per 
formed by independent regional power supply systems subject to Fed 
eral regulation and control, with power supply available to all dis 


bution agencies at rates based solely on wholesale power supply cost 
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3. It would prevent the creation of huge, all-embracing powe1 
monopoly combines threatening control of the economic and politica 
life of the regions in which they operate. 

But it would require effective regulatory control to see that the ney 
combinations are organized in such form as to protect the publi 
interest. 

REGULATION OF NEW COMBINATIONS ESSENTIAL 


Krom the facts which I have briefly summarized it should be clea 
that the propos sed legislation, S. 2643, and particularly section 
thereof, proposes no minor amendment of the Holding Company Act 
but one which would open the door to the undert: king of a new kind 
of private combination in the power yom without even that degre 
of regulatory supervision provided for by the 1935 law. And, al 
though that law contemplated regulatory control over combinatio1 
of a different nature, many of its provisions are important to the pro 
tection of the public interest in the formation of the new jointly owne 
wholesale power supply companies. Retention of Securities and Ex 
change Commission control over such combinations will serve a ver) 
important purpose until Congress has pi the opportunity to invest 
wate the new development thoroughly, as a basis for bringing the exe) 
cise of its regulatory powers up to dat ate. 

The Securities “i Exchange Commission has provided this com- 


mittee with a good analysis of ae TONS Se PagUATTS 1h The act whicl 
would be waived so — as the new — ite power combinations ar 
concerned 14 th bill became ae. I am not gong to repeat what the 


SEC has said. But I should add 1 or 2 points which have not bee 
stressed, and which may prove of great 5 Taco stians in terms of the 
ew approach to establishment of integrated private power system 
In the first place, sections 10 and 11 of the Holding Company Act 


eive the Securities and Exchange Commission important authority to 
¥ 


Ik ire that new combinations are established in such a form as to 
e Col =<tent with the broad purposes of the act, that is, that they will 
actually accomplish the purpose of assuring an area or region low-cost 
DOV Pp} ly without adverse effect on reoulatior 
In the second place, sections 12 (h) and (1) of the act give th 
SEC important authority over direct or indirect political expendi 
res by holding companies and their subsidiaries as well as over th 
( f the ¢ ] iployees of such companies to influe nce not only Conger 
ind ommittees but also the reeulatory commissions and thei 
i authority req ures, among other things, complete and 
prompt disclosure of the compensation and expenses of such en 
lovees during the period of their efforts to influence Government. 
ly the third place, section Bs of the act olives the SEC authori 
iles and construction contracts between holding com 
ited companies, or aff hates, ind subsidiaries. T! 
nnection with tl ew form of power co 


? Hart) ularly hi aa should develop thet 
een found to circumvent some of the prohibitions of 1 


- 
"_- 
J 
a 


WOULD OPEN WIDE GAP IN REGULATION 


The proposed amendment to the Holding Company Act woul 


lly open wide gap in Federal regulation of large interstat 
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power combinations. This is so because the Federal Power Act does 
ot. give the Federal Power Commission the nec essary authority to 
rep lace the authority over such combinations which S. 2643 would 
take from the SEC, 

In fact, enactment of S. 2645 could well enable power companies, 
ow subject to the jurisdiction of the Federal Power Commission be 
ause they transmit or sell electric energy at wholesale for resale in 
terstate commerce, to escape such jurisdiction. As : 
ould enable other power companies, 

Power ( ‘ommission jur isciction 


corollary, it 
not now subject to Federal 
because they have 
voided interconnections and exchanges of 
tate commerce, to take 


deliberately 
power involving inter 
advantage of such interstate combinations 
ithout coming under the Commission’s jurisdiction 
Until new legislation adapted to the “¢ 


rant Power” pattern pro 
les for completely closing that gap, 


) is not in the publie presen 
» enact legislation of a purely negative character, designed t 
e the companies of the regulation over 
ilready provides. 
. order to make clear what I have just said, I would like to com 
briefly on the Federal Power Commission’s report on S. 2643 and 
estimony of its chairman. 


In the first place, on the basis of my considet 
a 


il Power Commis ana testimony on proposed 
ition, L would point out that neither the Commission’s fom 
ort nor Chairman Kuykendall’s testimony endorses or reconime 


combinations aceting < 


able experience with 
lon Comments 


CLS 
sage of S . 2643. The only langu: age recomme nding passage of any 
lntion isa — ition from the Federal Power Commission's pr 
report on an earlier proposal of much more limited scope, ce 
lin its present report as 
n somewhat similar (to see. 5 of he present bill) c ained 
[, R. 9043, S8d Congress. 
In the second place, both the Commission and its chairman state or 
} 


ey favor | oislation. in veneral, which would facilitate joinde 
Wo or more ele trie utility 


operating companies through a 


owned subsidiary to construct water power projects of larger size tl 
d be feasible for any such companies to construct, acting singly, ache 
» ts would be subject to licensing by the Federal Power Con 
{imphasis added. | 
I ensinge would, of course, automatically bri ng the pr Pose c 
company under (‘ommi s10n Url isdictt n. W hich consti t10 
steam station would not do. 
| ird place. both the Commission and its chairman d 
( to report or comment o1 S. 2643 n otar is It PoE eVO!] 
leseribed } irpose to affect matte primarily of eo) 
See and Exehange Com) on 
lo quote Chairman Kuykendall 


es beyond that it relates pril arily to matte 
n t | securities and Exchange Commission and the Power Co1 
t comment, inasmuch as the relation of such eres ] tion to ti ( 
} nist tion of the Public Utility Holding Company Aect 
Securities and Exchange Commission. [Empl] vided 
ily, the Federal Power Commission has not endorsed t 
| ] » ° ° ‘ wae) 
bill before this committee, S. 2643 
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Now, the Commission and its chairman VO On tO point out th 
exemption from the jurisdiction of the SEC would subject the ge 
erating company to regulation by the Power Commission under part 
Il and III of the Federal Power Act if the generating company ow 
or Operates facilities for the transmission or sale at wholesale « 
electric energy which is generated in one State and consumed ji 
another. The Commission report on the bill proceeds to enumerat 
the sorrel regulatory powers if this condition is met. 

But the Commission does not claim that it would have any assure 
jur isdiction over the ow hing com Ips anies, or over the setting up of t 
combination before it actually begins to operate, or over the acquisit i 
of the miant wholesale generating and transmit tting company securitl 
by the owhing companies. In other words, it makes no claim to jun 
diction over the very aspects of this new kind of giant power coi 
bin: ition in which the } vublie interes IS OY atest, 

Senator PAsrore. If section 5 1s deleted. this really does not apply 

Mr. Oups. You mee he question. I thought you were interest 
in the extent to which Federal Power Comission jurisdiction woul 
attach. 

Senator Pastore. I do hope you will give yourself some time « 
section 4. 

Mr. Oups. Furthermore, the Commission has appare ‘ntly elven 
consideration to the fact that a group of companies which today an 
or would become subject to the Commission’s jurisdiction, to the extent 
that they participate in interstate wholesale power combinations, cou! 
entirely ese ape that jurisdiction by combining all their generation a 
transmission in such jointly owned power supply companies as ar 
contemplated In S. 2643 

LT have reexamined section 203 of the Federal Power Act, deali 
with disposition of property, consolidations, and acquisitions of si 
curities, to determine what jurisdiction the Federal Power Commi: 
Sion woul | have over the formative stages of such olant powe r OD) 
binations, even if the owning companies were already subject to 
jurisdiction. And, in the hight of my experience with the Fede 
Power Commission’s interpret: ition of the act, it is my opinion t| 
there wouk | be none, at least none which would be adequ ite to prot 
consumers and investors 

Insofar as the hew type of hol ling or owning company combi 
tion is concerned, the proposed generation and transmission companie 
which Chairman Kuykendall indicates would be subject to the Con 
mission's jurisdiction, would not be so subject until they actually 
owned and operate <1 facilities for the transmission or sale at wholesal 
of electric energy in interstate commerce. 

In other words, jurisdiction would not attach during the formati: 
period when the giant power pattern was being worked out. And 
there is very little chance that the Commission could find that the 
owning companies were indirectly merging or consolidating thei 
facilities, in a situation where it could be contended that they wer 
merely dividing the output of a generating system. 

Protection of the public interest in this new type of power con 
bination requires something more than regulation relating to acqui 
tion or disposition of securities or other assets, assumption of obliga 
tion or liability in respect to a security, method of keeping accounts 
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{ili ne of re ports, and rates ¢ ‘hi irged for sales at wholesale in interstate 
commerce for resale. It requires that the wholesale power supply 
system be truly regional in scope, be orennized so as to assure the 
lowest possible wholesale power supply costs, and that it undert: ral 

the utility ob ligation to provide suc ‘+h wholesale power sup yply at estab 
lished uniform rates to all distribution systems in the region, whethet 
rivate,. pub ylie. or cooper ative. If the present proposed amendment 
to the Holdn ng Company Act should become law, there is nothing in 
existing Federal legislation which would safeguard these Important 
aspects of the public interest. 

And it may be noted in passing that in this field of the public inter 
est. the Feder: | Power Act provides the ¢ ‘ommiussion less AUTHOLrITY 
than the Natural Gas Act. The Natural Gas Act oives the Federal 
Power Commission regulatory jurisdiction over any company which 
vill become a natural gas company by construction and operation of 
facilities for the transportation of natural gas in interstate commerce 
or the sale of such gas at wholesale for resale. 

Furthermore, it requires natural gas companies to obtain from the 


ce 


(‘ommission certificates ot convenience and necessitv., in connector 
with which privately or publicly owned distributors of natural gas 
may apply for and, Ol order from the ¢ (‘ommiission, obtain \\ holesale 


upplies of natural gas. This opportunity is available in connection 
vith any subseque hit ap P lic: ation ol the pipeline COMpany for ( Xpat 
sion of capacity. 

The Fede ral Power Act does hot proy ide he Federal Powe} om 
mission with compar able authority over hel esale power supply com 
panies engaged in interstate commerce. This was unquestionably 


lue to the fact that such combinations as are contemplated cane 
S. 2643 were not even being considered by the privately owned el 
tric utilities in 1935 when Coneress enacted Parts IL and IIL of the 
Federal Power Act. 

I coneur with all that Chairman uy kendall has to Say about 
the economies which result from interconnection and coordination of electric 
utility systems to serve their combined loads, 
ind also about the conelusions resulting from the Commission’s inter 
connection and coordination studies pursuant to Section 202 (a) of 
the Federal Power Act. 

But what we have in prospect under the proposed legislation goes 
beyond interconnection and coordination to include integration in thi 
wholesale power supply field. And no one should be more conscious 
than the Chairman of the Federal Power Commission of the inade 
quacy of existing * to protect the public interest in this new field. 

In the first place, however desirable its 202 (a) studies show such 
interconnection and coordination to be, the Commission is powerless 
to require or ae it. The companies hold a veto over it, and 
many of them have, in etfeet, exercised that veto in order to escape 
Federal regulation. 

In the seeond place, as I have already stated, the Commission lacks 
the authority to protect the public interest which would be present if 
interstate wholesale power combinations were required to obtain cer 
tificates and to conform with the conditions which the Commission 
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would be empowered to attach to such certificates, as natural gas pipe 
lines are now required to do under the Natural Gas Act. 


AN APPROACHE TO ADEQUATE REGULATION OF GIANT POWER 


In terms of achieving the full advantages of giant power, whic] 
are the expressed objectives of S. 2643, retention of the regulatory 
authority provided by the Holding Company Act is not enough. Full 
achievement of those objectives will require further legislation which, 
nstead of relieving companies undertaking new regional combina 
tions from present SEC regulation, will actually broaden Federal] 
reaul ul 1On to meet the conditions M hich W itness Rodgers has deseribed 
to this committee. 

This step forward may require amendment of the Federal Powe1 
Let. as well as the Holding Company Act. In other words, a broad 
reconsideration of both Title 1 and Title Il of the J rublie U tility Act 
of 1935 will be required [ have always felt that the two titles, that 

Federal Powel Act and the Holding Company Act, should 
Col dered complement ry, alt he meh the lack of authority In Section 
20? of the Federal Power Act to require sound regional integration 
of power supply, renders the Federal Power Commission impotent to 


keep the power industry abreast of the progress in power system tech 


Phe Pubhe Utility Aet of 1935 was based on the results of extended 


eations of the power industry by both the Federal Trade Com 
mission and the Federal Power Commission. Further changes in the 
Feder laws providing for Federal regulation of one of the Nation’ 
most vital public service industries should not be undertaken until 
! er Y tivation. either by congressiona | committees or under 
congressional authorization, has afforded a sound basis for next step 


\ i substitute for section 5 of the pending bill, S Ss. 9645, I would, 
erefore, respectfully urge the initiation of such an investigation to 


- 


termine the organization of the power business and the form of 


regulation required to achieve its stated purposes. The in 
estigation would study all the 1 mplie: ations of the proposed establish 
of separate wholesale power supply companies, capable of under 

the largest and most economic: al steam and hydro cenerating 
ons and of supplying power to distribution systems by means of 
emional transmission erids interconnecting such stations and load 


In othe words, the country must move forward under reculatory 


leg \ h will prot et the pub lic interest in olant power sub 
stant alone the lines reeomm« nded ‘om Governor Pinchot’s Giant 
Power Survey Board in the 1920's. As T have already suggested, 
{ will be found to require a som jade ato doen ida 
plated by the power companies sup porting the present bill. 
Phe setup which the power companies are proposing to carry out 
= ae, ( law v mild be in on flict with one of the basic pur- 


poses of the Holding Company Act which the bill would amend. For 


Would repre ! ust the Oppo ite of simplification of corporate 
structure. It would mean that the capitalization of electric utility 
panies engaged in d stribution to consumers would rest in part on 


equity ownership in large generation and transmission companies 
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while a portion of the equity requireme — the generation and tr: 
mission companies would theoretically be taken care of by the ios ity 
securities of the owning electric utilities. To make the picture com 
plete, a management and engineering subsidiary wholly owned by the 
former top holding company would serve the entire combination at 
a profit. 

The desirable regional setup would probably include independently 
owned 1 egional wholesale power grids corresponding technologically 
with t TVA wholesale power system. Such wholesale power sys- 
tems eno 3 not only construct the new gener: iting and transmission 

ac ilities required by the expanding power business but would pur 
chase or lease the power supply portions of existing private power 
companies so as to own and operate all wholesale power facilities in 
he several regions. These wholesale power supply systems would 
oper ate under Federal Power Commission certificates of convenience 
ind necessity and would be subject to that Commission’s regulation, 

This would leave the distribution portions of the existing power 
» their power supply from big substations, as 
local systems subject to State public service commission jurisdiction. 
fnterlocking oe between distribution systems and power sup 

\ orids would ot | » permit tec and the grids would be required to 

cept utility swale for meeting the power supply requi 

ents of public, cooperative, and private power distribution sys 
tems at the lowest pos sible cost. 


ompnnie i. }>t re i ih 


I’ ie region: al wholesale power sup ply " compal ies could be fina 
)} ~~ with bonds restine on long-term power supply contracts 
1 thie distribution systems. 
rhe osentes ‘'s electric business should be reorganized on some such 
i modern basis, assuring the lowest possible power costs for local dis 
ribution systems and simplifying the confusion between State and 
ain al recul: atory jurisdiction. 


The whole history of the private power segment of this great 
] 
1 


publie business Indicates {| at the people cannot depend Upol the de 
sions of the companies themselves to take advantage promptly of 
echnical progress. They are influenced by ulterior considerations 
l frequently have resulted in a topsy-like growth. 
PTHREAT TO CONSUMER ATOMIC POWER BENEFITS 
Section 4 of the propose 1 amendment to the Holding Company A 
presents a different iss ue bearins r directly On the Ay intages 


oOnstumMers of electricity may siatatatels expect from the developme 
tomic power. If this part of the bill were limited. as its advoeante 


oF a2 t, to exempting the members of nonprofit rese 9) Ana ¢ } 
companies producing atomie heat for the generation } 

' Holding Comp nv Act. there would be no valid re fol 

e amendment. \nd mW needed legi lation which may establish a 
recedent 1s dangerous 

Senator Pasrorr. Let me ask you about that. You take an indus 

rial company — today does not come under the Publi Utilit 

Holding Compa v Act of 1935 because it is not a publie utility. Let’ 

line that it Be with a publie utilitv company to co stru t and 


perate a reactor. The minute they do they are und 
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must apply to the SEC for exemption. How can you say it does 
come under it ? 

Mr. Oups. I don't Siy it doesn’t come under it. I say it is mw 
hecessary because the section 2 

Senator Pastore. Section 2 leaves it to the discretion of the SK« 
whether or not it will exempt. 

Mr. Oups. Sections 3 (a). (b) and (e) all give the SEC amp! 
power tO exempt suc h apr fone from jurisdiction and provide t 
the only basis on which they could revoke that exemption would bi 

inding that under the Holding Company Act, and its provision 

hecessary to protect the publie interest. But there is a cleat 

ind unple power there for exemption of all such industrial CON 


And furthermore. thes combinations which hey are proposing 
are nonprofit organizations, they do not represent stock ownership, 
President Cisler of Detroit Edison, I think. testified the indu 


11 companies are Making cont! ibutions. just contributions fo a no 


profit research and development organization. I think there is not 
The =] oltest question in the world 

Senator Pasrorr. That they should be under the act ? 

Mr. Onps. No. There is not the shehtest question in the worl 
but that they would be exempted. 

Senator Pasrorr. What is wrong with the statutory exemption 
If we admit they shouldn't be under the act, what is so harmful / 

Mr. Onps. Because the very language of that proposed section 4 
establishes a precede nt whic ly I an just going to t alk about. and | 
view of the fact it is unnecessary it is undesirable to establish that 
precedent. 

Sect i on t of the bill. however, would extend the exemption far be 
yond such purely exper imental nuclear heat generating companies 

Senator Porrer. Suppose we limit it to experimental research ? 

Mr. ais. I will cover that. [continuing:| 

And it establishes il dangerous precedent for separate ly Incorpo) it 
ing the heat units of atomic power plants. It says simply that a 
company whose only connection with the welne ‘ation, crs LNSMISSIO! 

distribution of electric energy is the ea of heat from specia 
nuclear material which heat is used, directly or indirectly, in the 
veneration of electric energy, shall not be considered an electri 


utility company under the act. 

This language, coupled with certain amendments of the Atomic 
Energy Act of 1954. which the companies are urging, could ultimately 
provide the basis for a gigantic privately owned nuclear-fuel — 
ury. Like the oiant petro eum 1 industry, and | robab ly as part oft 
this nuclear fuel industry would price the new fuel at the price it 
could obtain in competition with coal, oil, and Ss was. Thus. 
the people would be depr ived of the poameteons 3 In power supply costs 
which nuclear power Said otherwise bring. because the savings 
would be translated into profits by the new a gas, nuclear fuel trust. 

The drive of the great oil-gas interests to amend the Natural Gas 
Act to exempt producer prices of natural gas from Federal ce 
Commission regulation is avowed]y Saad on exactly the same pricin 
policy in connection with natur: al was. It has been shown that this 
might well cost consumers of gas as much as $800 million per year in 


higher pr ices, 
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This conclusion as to the ultimate effect of S. 2642 is supported hy, 
ther evidence that the way is being paved for the creation « 
privately owned nuclear fuel industry. 

Senator Pasrore. Wait a minute. Mr. Olds. 

Phe licensing power under the 1954 \tomic Eneray Act rokel 
iowh Into two phases, 

Mr. Oups. Yes, sir. 

Senator Pasrore. First of all, the first license to be granted by t 
AEC is predicated upon the research reaching the stage of Yl 
ibility. 

Mr. OLps. Correct. 

Senator Pastore. Beyond that point there has to be a new app 


ition ¢ 
Mir. Opis. Right. 
senator PASTORE. Before there are any profits VOu must reneh t 


point of practicability which means the second license / 

Vive Onps. Right. 

Senntol Paste RE. If this exemption were pred ited upon 

rofit combine, only for such time until it became practicable, ther 

do you envisage any exploitation of the consumer? WI 
ldn't if be 1 the public 1} ferest to at least encourage this resen 
| the point ot practicability ¢ 

Mr. Oups. What [Tam trying to say, Senator, is that T would ag 

desirable to ene urage researeh in this field. I am WING I if 

s proposal is unnecessary to do that , 

Senator Pasrore. We have been told here—I don’t know how true 
7 is: maybe it 1s just a presentation that is sheer rhetoric because the 
ll is pending—but we have been told by industrial concerns during 
the progress of this hearing that 1f they have to come under the act, 
even if they have to go in and ask for an exemption, they won't do it. 
It you are faced with this and you want to get this off the eroul d 
what would you sav ‘ 

Vir. Oups. I would question very much the soundness of Congress 
llow ne such a threat. 

Senator Pasrore. I am not saying it is a threat. They are just 
wing we don’t come under the Publie Utility Holding Company 
Act, we never did, we are not eomnge to get any profits out of this, we 


st have to put our money into research. Itisa leasing propositior ; 
vhy should we go through the stress and strain of applying on some 

he where you admit we are entitled to an exemption / 

Mr. Oups. The act 1s so clear that they are entitled to an exemptiol 
that they are blowing up beyond all reason their fear that they will 
be brought under this act. In the later part of my presentation 1 


ill attention to the fact that Walker Cisler and some of the other 


terested people came before (Congress in L947 and said th S kn cd 
I coordination and coordination across State lines Is desirable: it 
desirable in the case of Detroit Edison Co. to connect with Ohio. 
nd Indiana, but we haven't done it. Why? Because if we do it we 
1] come under Federal regulation. Therefore, he was asking the 
(‘ongress—in a hearing I think before this committee or the House 
(‘ommittee on Interstate and Foreign Commerce—to amend the Fed 
ral Power Act sO as to eliminate the jurisdiction ot the Commis s10n 
er three-fourths of the power companies that would be involved in 
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llnterstate commerce, in order to persuade these companies to do the 
thing that the very utility responsibility, which they were operating 
under, required them to clo. 

Senator Porrrr. I don’t know of any company that desires to come 
under Federal regulation unless they have to. He re we are asking, 
the Government is asking private industry to come in and spend their 
own money to carry on some research and deve lopment programs in 


this field of atomic energy. go! say we would be glad to do it, we 
don’t come under the Public Utility Holding Company Act at the 
present time, this is not a profitmaking venture, we are willing to sub 


mit to lend our talents and other resources to work—on the urging of 
the Government—in this field. 

If you were a president of a private company W thin the State of 
Michigan, or any other State, then coming under the Pubhe Utility 
Hold hg?’ Company A t. would you be willing to face your board ot 
directors and say. “This is going to cost us many millions of dollars” 
and mind you, along with this all the developments that might result 
from this type of experimentation doesn’t belong just to the companies 

ire doing this research, but it is turned over to the Atomic Ene rey 
Commission for all the people. I am not impressed particularly by 
the argument that they are out for an exemption. If we are out for 
an exemption then Ie t's make up a law. 

Mr. Oxuns. They are eligible for exemption in such a clear manne) 
that this whole contention that they need statutory eee fo. 
Congress to do something about it. to confirm what Congress has al 
ready provided SEC can do, is an unnecessary move. 

Tam Say ino that the starting ofa precedent in which vou separately 
incorporate the heat part of a nuclear powerplant is like opening the 
way toan integrated atomic fuel industry in such a way that you have 
these heat units in powerplants, like filling stations. branches of Sin 
clair Oil or Esso or Stand: om of New Jersey, or others. 

Senator Pasre rE. You ai » per fectly right. once it becomes practi 
cable. Once it becomes pra tticable then you have a fear, if you leave 
this up to 2 hi alt doze ‘1 combines who will be responsible for the fur 
nishing of th: power of the entire country. Then I can see monopoly. 
But we are not talking about that. Weare talking about the limitation 
up until the point that it becomes practicable. Then vou have got to 
go before the SEC. And then maybe SEC will not grant an exemption. 

Mr. Ovps. If Congress enacts this bill in the present form 

Senator Pastrore. I am not talking about ~ present form. My 
question is predicated on limiting this bill t ‘a nonprofit venture. 
Nobody will make money on it as long as it remains in the research 
and development field, until the point that it becomes practicable. 
Then once it becomes practicable you have to go before the AEC in 
order to get a license to build a reactor. and then you have to go before 
the SEC to have this whole matter of exemption straightened out. 
What is wrong with that? Wouldn’t that stimulate the imagination 
of these industrial concerns in the direction to say, “All right, you 
want us to get into this thing, you are being reasonable about this. 
we have never been under the Public U tility Holding Company Act, 
theres is ne fear that we are a public utility company because this 
thing is not practicable, it is only research at this stage, so you have 
taken that into account and we are perfectly willing to come in because 
now you have laid out the red carpet.” 
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Mr. Ovps. But I am emphasizing the fact that the precedent in 
establishing a separation between the heat generation of a power 
plant, nue lear powerplan, and the electric generation, is a precedent 
that fits right in with plans—— 

Senator Porrer. I don’t think there is anything sinister in the word 
“heat” in the bill. As a matter of fact, in order to make that crystal 
clear that heat was being used just as a portion of the generating 
process, [ would be willing to change the language. 

Senator Pasrorr. Heat and/or electric power. 

Mr. Oxps. J have a very brief analysis here which suggests how this 
separation Of heat from the power generation—you have two col 
porations—tits in with ideas that are now being 

Senator Pasrorr. You mean you would set up two distinet cor- 
porations 4 

Mr. Orps. No. I wouldn't allow the unit to be separated, the atomic 

eat unit to be se pare ated, In one section of an extended technical 
paper, reprinted in the November, 1955. issue of Nucleonies. Wilbur 
Kelly of the Catalytic Construction Co. urges complete private inte 
eration of the nuclear-fuel industry from raw materials to rea a 
That is just exactly what this wording in the bill, section 4, would f 
nto. This ¢ ‘atalytic Construction Co. is retained by t the oil e sao 
Sun Oil group, to build a pilot plant for the recovery of uranium 
from lignite. 

Wilbur Kelly says that operations in raw materials, feed materials 
fuel reprocessing, ‘and waste disposal have become excessively eom 
partmentalized in the past and that , 

It would be difficult to overemphasize the importance of closely integrating all 
these critical phases. 

Ile continues: 

Private-industry discussions and proposals for erecting and operating raw 

aterials plants on one end of the chain, and power reactors and irradiated 
fuel processing plants on the other are illogical and inconsistent if one accepts 

s permanent the concept of government-built-and-operated feed-materials 
Plants. Separations among these categories are completely arbitrary and ar 
tificial 

Kelly says emphatically that— 


there is no logical explanation for Government ownership of an intermediate 
facility while at the same time private industry is encouraged to compete at 
either end. 


Ile adds: 


It is inevitable that if industry is to assume full responsibility in ore explora 

on and processing, power application and even fuel and waste processing, pri 
vate industry must also assume responsibility for what is now called feed ma 
terials. The entire processing route will have to be integrated 

I noticed in your discussion with Mr. Biemiller, Senator Pastore, 
that you emph: asized the fact that the Government, under the 1954 
\tomic Energy Act, owns the special nuclear materials. 

Senator Pastore. That is right. 

Mr. Onups. This discussion intimates that the industry is looking 
forward to the time, when, to get a comple ‘tely integrated atomic- fuel 
industry, the Government will allow private ownership and you will 
recall that in the McKinney panel report the panel suggested that 
the Joint Committee on Atomic Energy set up a study looking toward 











340 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


the time when the ownership of special nuclear materials would 
turned over, or be allowed to fall into the hands 

Senator Pasrore. And do you anticipate that the Congress of the 
United States at that time is going to release ownership of this nuclear 
material to a monopoly already created in this particular field? If 
that is the case, God help us, 

Mr. Oups. I agree with you, God help us. 

enator Pasrore. I cant imagine that the Congress of the United 
States would let go of the ownership of this nuclear material if it 
were going to go to 2 or 3 big combines that would have a monopoly 
of all this generation of electric power through the use of nuclear ma 
terial. I think it would be the greatest steal of our time. I can’t 
possibly imaeme that the Congress would do it. And I think myself 
t would be an Imaginary fear. L think a lot of these things can be 
siretched into extreme imagination. 

Mr. Oxups. I find this, Senator, I found it from real experience: 
That in general, when industry has in mind major changes, they may 
not seek it by a general re pe il of a law, or by a veneral single step 
forward Dita busi ype of legislation, They begin by gradually 
nibbling away. You find that the re are about four ditferent bills 
today which are all concerned with ultimate ly turning over the fune 
tion that the Federal Government ee is been per forming in river basin 


agen cette tO private compal . They don’t all come in one bill 
in which they change the aks situation, but they begin by dealing 


with acai like head-water benefits, they begin by dealing with 
something like section 5 in this bill. 7 have aw hole series of bills 
ehids talon tothe. accor iplish t the result the vy are seeking. And 
the fact that the McKinney panel actu: ly contemplates the time when 
the ownershi p a special nuclear materials will be opened to priv: ite 
( nterpris  ( ‘oup! ed with the sugge stion here that the heat factor, the 
heat unit = an atomic pipe soe it shall be separated in ownership, 

all be i 1 the hands of a ditfere group from the pewer company 
raf. all ss nts to just what ‘nina man Kelly is talking ebout in terms 
of an integrated nuclear-fuel industry which prices this new fuel, 
this new energy resource, on a basis, whatever it can get in competi 
tio} with coal or oil. 

Senator Pasrore. When vou get to that dereliction that you are 
talking about, that can even happen to an agency that we are attempt- 
ing to protect through this legislation, namely, SEC. You weren't 
completely satisfied with the SEC decision on Dixon- Yates, were you! 

Mr. Oups. No, sir. 

Senator Pasrore. “No, sir,” is the answer. And yet in your speec h 
here you want to put all this power in the SEC, and you think that 
Congress can’t handle it. 

Mr. Orns. What I am actually suggesting is putting most of it in 
the Federal Power Commission. I am suggesting in this, in my sug- 
gestion as to what might come out of the study which I think should 
be made before any legislation drastically modifying the Holding 
Company Act is undertaken—— 

Senator Porrer. The Federal Power Commission hasn’t been 
anointed either. 

Mr. Oxrps. No regulatory body is anointed. But we still believe in 
this country that, where vou have monopolies, a certain amount of 








AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 34] 


regulation in the hands of the commissions, both at the State and 
Federal level, is the way to protect the pub lic inte rest, 

Senator Port R. W h: at we clise ussed he ‘re this morning. the ehan 
man and I both, is an entirely different matter. We have in the testi 
mony all the fears, and we can challenge the eee of Industry Ol 
whatever you want, but we are primarily interested in knowing your 
views as to how this modified proposal would atfect the public inte 
est adversely if this bill were passed, as vou claim it will. You ean a 
that with any bill that 1s introduced. And J suppose vou could dt 

» boogie men and straw men from Way back, Unfortunately, we 
os to deal with legislation. If the legislation is good, we want to 
upport it. If it is bad, we want to defeat it. But with every bill 
vou can bring up a lot of boogie men that just don’t exi 

I hope in a discussion of this we will try to confine it to the proposals 
that Senator Pastore and I mentioned. 

Senator Pasrore. It is a pretty fargone conclusion that this bill 
hould be revised. Fundamentally | am a Ccosponsor ot the b 

ause of mv interest in section | 

Senator Porrer. And that has been hy main interest. 

senator PASTORE. As these hearings have developed, we h ive been 

ersuaded that the time will come when nuclear gong r will take 

ehtful place in the economies of this country. That being the case, 

e have been very much impressed by the witnesses who have said that 
f you lay the foundation now, of making this a permanent thine, 

thout the Congress having thie riaht to look at it agam, you may 
he sé tting n dange ‘rous prece dent. 

That has been very impre ssive, That isa very eood argument. Wi 
realize the fact that we have reached the stage where the President 
of the United States has said “Let lls mare an international agency 
for the peaceful use of the atom’; where he has already dedicated 
for foreign use 20,000 kilograms of uranium, U-235. That offer means 

unless we build reactors. In 1954 the Congress of the United 
States said to private industry “We want you to play your part i 

0 Realizing the faet that this whole program has not bee 
lifted off the ground and the fact that private industry has come in 
mad said there are ¢ ertain road hlocks which make it Inconvenient fo. 
them. we have now reached the thinking—beeause after all. he is 
the sponsor of the bill and I am the cosponsor that poss bly we 
will accomplish our objective if we refine this bill by eliminating 
section 5 and amending or modifying section 4 to the extent that th 
exemption will exist only so long as this combine is nonprofit ; only so 
lone as it is a research project. 

Then when it vets bevond that, everything else that is existi cr today 
under the Jaw must come into p! iV. I think that that states a very 
easonable position. 

We would like to get comments on the reason ible modi cations that 
we have already sunovested. If vou keep on talking on the bill as it 
presently written, we are actually talking In a vacuum beeause 2645 
iS presently written is no longer the intent of the Sponsol ind the 
osponsor. Do IT make that clear / 

Mir Q)rps. Yes, Anything that | Say | Waht to oly » il] the ( red 
I can to the openminded way in which both Senator Potter any vo 


nothing 


<elf, Senator. as cosponsor of the bill, are approachit cr this thing, 
} 


tudyving it in the lieht of the te timony, with a view to |] 


Piney 
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What you certainly are seeking, which is something that will serve the 
public interest. 

Senator Pasrore. May | further add this: 1 am a member of t 
Joint Committee on Atomic Energy, but I can’t speak for the com- 
mittee, Lam only 1 as you know of 18 members on that committee—we 
have already discussed the matter that we will recommend to the 
standing’ committee that if the bill is reported out favorably from this 
committee, that it be referred to the Joint Committee on Atomic 
nergy so that they may look it over before the bill finally comes be 
fore the Senate for debate. 

We want to be fair. We dont want to create a monstrosity. On the 
other hand, we don’t want to be derelict in our duty. Because unless 
we build these reactors, unless we do the research, unless we come to 


the point of practicability, Tam afraid that we are going to lose this 
race to the Russians because thes ‘vy are already on a crash program. 
Did you read in the paper today where Mr. Alvarez, of California 


University, who is now visiting aoe and is one of our leading 
physicists, has already been shown the synechroton and cyclotron in 
Russia which he Says h: is bowled us over. What are we waiting for / 
When are we going to get this program off the ground if everybody 
is going to come in and say there is = boogie man and that boogie 
man and we don’t care how tough it is going to be, just forget this 
whole thing because we have a P ub lic Utility Holding Company Act 
that doesn’t mean too much in this case, but let’s not touch it because 
we might run into some trouble. 

Mr. Oups. T agree with you completely on the importance of getting 
this program off the ground. I associate nivself completely with Mr. 
Biemiller’s testimony on behalf of the AFL-CIO that in the first place 
there is no indication yet that even if you should amend the Holding 
Company Act to the extent that you are suggesting, that it would get 
the program off the ground, because the companies themselves are 
constantly insisting that there is really no rush about getting this pro- 

gram started in this « ‘country. 

Senator Pasrore. And I want to eall their bluff. 

Mr. Oups. The Congress has before it the so-called Gore bill which 
would provide for getting this program off the ground. If the com- 
panies are going to constantly come in and ask for amendments that 
may establish difficult precedents in the terms of the ultimate public 
interest in this resource, as the price of getting it off the ground, I 
think Congress could very quickly turn to that other bill and you 
would find that the companies would begin to move then to occupy 
the space that they don’t want to have the Federal Government 
occupy. 

Senator Pasrore. Do you honestly feel that the refinement and 
modification that we have just talked about establishes a d: angerous 
precedent? Do you honestly feel that? 

Mr. Oups. I feel it is a very dangerous precedent to set up even 
in sid kind of legislative form, something that would say there is a 
line between the production of atomic heat, which is later going to 
be used for the production of electric power, and the production of 
power. Splitting a powerhouse in 

Senator Porrer. Are you familiar with the Cole bill that was intro- 
duced in the House by Sterling Cole, of New York? 

Mr. Onns. I don’t think so. What is it? 
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nator Porrer. It is along the very lines 
\Ir. Otps. Do you mean the earlier bill? 
Senator Porrer. I think it was a later bill actually. There is noth- 
y sinister about the word “heat.” 1 would be perfectly willing to 
inge the definition so that Geers is no doubt, there is no question that 
‘word “heat” was a means of separation that vou seem to feat 
If that ob jection of yours—— 
\ir. Otps. That would remove one of my most serious objections to 
hing. However, I still stand on the general position that where 
imendment is so obviously unnecessary, where there is no possible 
isis on Which if could be assumed that the SEC would find juris 
on over these industrial companies that are participating on a 
ally donation basis in a nonprofit experimental operation, that 
veneral it is good legislative pohey not to pass a bill which is 
necessary. 
Now it should be noted that private interests concerned with the 
lopme nt of an atomie fuel industry, analogous to the present oil 
stry, have a strong reason for making sure that reactors producing 


it for the gener: ition of electric ity are included in the integrated 
ie] industry, rather than in the electric-utility industry. This is so 
ise the breeder reactor, which will be the power reactor of the 
ture, will be a multipurpose project producing not only heat for the 
generation of electricity but additional special nue ‘lear materials or 
tomic fuel of exactly the same kind that the integrated nuclear fuel 
ndustry will be producing and selling in a theoretically competitive 
fuel market. 

Phe ability of the new integrated nuclear fuel industry to maintain 
prices on the basis of theoretical competition with such other fuels as 
oal, oil, or natural gas would be jeopardized, 

Section 4 of S. 2643 would give congressional recognition to a line 
of demarcation between the nuclear fuel industry and the nuclear 
electric-utility business which would fall between the reactor and the 
boiler of the generating station, with the possibility that all the heat 
generating units in the power business would be owned, like filling 

tations, by integrated nuclear fuel corporations. 

Further indication of what this might mean to the public interest in 
low-cost atomic power is found in a paper on “The impact of the 
Peaceful Uses of Atomic Energy on the Petroleum Industry,” pre- 
pared by oil consultant Wallace E. Pratt for the Panel on the Peace- 
ful Uses of Atomic Energy, which recently reported to the Joint 
Committee on Atomic Energy. 

Pratt states that— 
the petroleum industry does not anticipate any disturbing impact from the ad 
vent of atomic energy, 


but welcomes atomic energy 
iS a partner as well as a competitor 
He points out that— 


number of alert oil companies have themselves entered the new field and are 
already engaged in search for uranium ore. 


Mr. Pratt goes on to assert that the petroleum industry 


believes that atomic energy should be vigorously developed 








344. AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


But. he adds: 
it believes also that it should be developed by private enterprise. 
And he specifies that 
Government research on peaceful uses of atomic energy should be placed on a 
th its research on conventional fuels 
Ile continues: 
Toward the oil and gas industries, Government should maintain an attit 
Which recognizes that, together with coal, oil shale, water power, and aton 


energy, petroleum resources constitute the base on which the dynamic chara: 
of our economy chiefly rests , 


Ile urges that the Gove hment 


hould strive to provide a political environment which will stimulate energ 
esources, including oil and gas, to compete freely with each other 
] ] - } , x : 

In other words, lookn o to the Tuture, the sugeestion of eventu 

rivate owner hip of special nuclear materials means that stomie fii 


uuld take its place with oil, natural Ons, and eoal in the so-ealled 


I ally the Ni Kinney panel itself recommended that the Joint 
( 0} it te eC O}) \taomiec Knergy 


reate statutory devices to insure a continuing review of the present policy 
oy al ownership of all special nuclear materials (nuclear fuel) in anticipati 


the establishment of private ownership 


\mendment of the Atomie Energy Act to permit private ov ersh 
| special ryt len materials would remove the Isyst rem 11 oy obst 


les to an integrated private atomic fuel industry from raw mater 

to reactor. If, as proposed in the bill under consideration, the ow) 

ership of 1 ucle i reactors to generate heat were separated from use of 
i 


eviven a nonelectric utility status, thr 


fhe Hy¢ at to venerat powell and 
] 


wav would be opened for such an industry, allied to the oil industry, 


to boost the price of nuclear fuel to the level permitted by SO called 
compe»#ith » fuels 

This would be fatal to the public interest in low-cost atomic power. 
It would open the w ly toa modern version of the capitalization ot 
waterpower rights on the basis of equivalent steam-power costs, but 
with the fuel industry, rather than utility holding companies, getting 
the gravy. 

Section I of the hy I] under consideration could prove just one es 
sential step in opening the door to such a development. The final 
result would be to turn over to a giant fuel industry combine the ad 
vantages which should flow to the people as dividends on their hue 


Investment in atomic energy. 


COMPANTES DEMAND FREEDOM FROM EFFECTIVE FEDERAL REGULATION AS 
PRICE OF SOUND POWER SUPPLY SET-UP 


I) terstate Orenniz ition of wholesale power ~] ply 1c essential] to the 


1} 

best publie service in terms of modern power technology. Under the 
Constitution, Congress has the power to regulate interstate commerce, 
Both the Securities and Exchange Commission and the Federal 
Power Commission are agents of Congress in the exercise of this 
power. What the power companies are asking, essentially, in the bill 


before this committee (S. 2643). is that Congress abdicate a part of its 
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thority. This is apparently the price the companies want for doing 


} 


at the very concept of public service today requires them to do to 
scuire best service to the public. 
This ha been the consistent attitude of the power companies fo. 
any years, as illustrated by their support for a proposed amendment 
to the Federal Power Act in 1947. That proposed legislation, known 
=the Miller bill, would, among other things, have eliminated Federal 
Power Commission jurisdiction over the accounts, security issue 


nterlocking directorates, consolidations, ete., of a orent majority oft 
he private power companies transmitting or selling electricity at 
iolesnale in interstate commerce. 

Walter L. Cisler. then chief engineer of the Detroit Edison Co.. 
ind now its president, testified in 1947 in support of the Miller bil 
o amend the Federal Power Act. Cuisler’s testimony on that bill 
enificant to consideration of the present bill, which he is supporting 


ere today. IT shall, therefore, refer briefly to his earlier testimor 
(Tlearines, SOth Cong., Ist Sess., on HL. R. 2972 and IL. R. 2973, b 
ton end the Federal Power Act. 1947.) 


Cisler testified that the purpose of the Miller bill was to restrict the 
Federal Power Commission— 


send that the utility of one State might be free to construct, own, ; 
ate transmission facilities which would be joined or interconnected wit 


facilities of a utility operating in an adjoining State or the Dominion 

Canada for the purpose of providing either: (1) a more economical use of 
g generating facilities, or (2) insure an adequate supply of electric energ 

the areas served by such an interconnection in times of war as well as in 


of peace, without the necessity of subjecting such utility or utilities to the 
ol of the Federal Power Commission. 
Cisler test fied that the result of the electric industry's obtection 


issertion of Commission jurisdiction over companies participating 


lich Interstate arrangements 
heen that a barrier does exist, the effect of which is t prevent the cre 


dditional power reservoirs by a system of interconnections by the 
State with the utility of another State. 


] 


Cisler stated it as his opinion that “the question of merea 
mnection of power systems is one of vital strategic Import: 
Phe refore, he saw the pros isions of the Federal Power \i tL, extend Gg 
Federal jurisdiction over such interconnecting companies. as pre 
enting “our attaining an even greater degree of national security.” 
The Detroit Edison witness illustrated his remarks by refer 
to his own company which, he said had 
no interconnecting transmission ties leading outside of Michigan 


Usn ga map he illustrated how a transmission tie 
south across the Michigan-Ohio line to systems in that State could lx 
vould certainly be in the interest of both those in Michigan and Ohio 
He added: 
It would certainly be in the interest of national security. 
Cisler then testified that such interconnection had not been seri 
ously considered since the war 
ecause of the reluctance of the companies affected to come entirely under the 


rovisions of the Federal Power Act even though their interstate operath 
vould only be a small part of the total. 
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The Federal Power Commission took a very different view of t} 
proposed amendment. Reporting to the then Chairman of the Hou 
Committee on Interstate and Foreign Commerce, the Commissi: 
said: 

This bill would amend part II of the Federal Power Act by providing exen 
tions for a majority of electric utilities now subject to regulation under th 
part of the act. That regulation extends to interstate wholesale electric rat 
and to certain corporate and financial practices of companies having facilit 
for interstate commerce in electric energy. 


After analysis of the proposed amendment, the Commission sai 


A check of available data indicates that, as a result of the enactment of t 
bill, at least three-fourths of the companies now subject to Commission regulati 
would be excluded. 


The Commission went on to point out that the proposed amendime 
would multiply the grounds for litigation, complicate the admin 
tration of the act, provide numerous possibilities of easy escape a 


>O 


would make it probable that in everyday administration of the act the pul 
interest would come off second best when it conflicted with the private inter: 
of the affected utility. 


The Commission concluded that the bill proposed by 


indirection to substantially repeal and make utterly unworkable the legislati 
which has thus far so effectively supplemented and strengthened State-regu 
tion of electric utilities. 

It pointed out that the legislation which would be thus advers 
affected had been a gradual development, based on experience, a 
carefully framed in rt sponse to proven needs, It listed as among t 

tins achieved as a result of this legislation: 


the amount of infl: on eliminated: the effect of such elimination in acecelerat 
e reductions throughout the electric utility industry: and the lessening 
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The fact is that if the pending bill should become law, the major 
power companies of the country would not only be free of Securities & 
Exch: — ommission regulation under the Holding C ompany Act, : 
they move » form huge interstate combinations but. through pf 
very ee itions, the xy could also free themselves from regulation by 
the Federal Power Commission under the Federal Power Act. They 
could thus accomplish by another route what they failed to accomplish 
through Congress in 1947. 

I think these power companies under estimate Congress when they 
attempt to secure freedom from Federal regulation by threats that 
reveal so clearly their refusal to accept the pub lic goss which 
goes With priv ileged participation in what is perh: aps our greatest and 
most vital public business. 


GOVERNOR PINCHOT FORESAW THREAT OF ALL-EMBRACING POWER 
MONOPOLY 


(governor Pinchot, in his message transmitting the 1925 Giant Powe) 
Survey Report to the Pennsylvania Legislature, emphasized the vast 
Import ance to the people of keeping e flee tive reoul: tory con trol of th 


new kind of giant power monopoly. Te said: 


It is almost impossible to imagine the force and intimacy with which sueh 
nopoly (unified electric monopoly) will touch and affect, for good or evil, the 
of every citizen The time is fully in sight when every household operat 
heating and cooking to sweeping and sewing, will be performed by the 
tri¢ power; when every article on the average man’s breakfast t ( 
item of his clothing every piece ot his furniture every tool of | t1 


hat he himself did not produce, will have been manufuact _ or transported by 


electric power; when the home, the farm, and the fact Will be elect 
hted, heated, and operated; when from morning to night, from the 
grave, electric service will enter at every moment and from avery direct 
he daily live of every man, woman, and child in America 


Governor Pinchot said furth 


xe His il ] }) eve ed i eh 
) l | ever been ied be rye ] eye remote | 
( rough } htim ul ( ng « t PY 
eve in be o ] he web of ij It } 
l rial fact ot ir ft I ‘ plag 
I t ) ( i vie if « ( ( ed il | ‘ 
‘ om] il ie grente mat bles 
| 1 
i it hi wea Ud 
‘ e electri nerg i prod 
‘ ad I ve as the air we breathe | ex 
ty of li uld give to the hol ‘ 
( | if ) my ‘ ‘ ( Ve ‘ 
‘ il¢ {f¢ d survive 
1> 1 1 
- tor Dr We appreciate your taking the time ’ 
( I CC ¢ 
\ My { l phe il. 
I> ' ‘ l ] s ahs 4 
8ena a s RE, Mir. ¢ iumpbell. we are adele Leqd 
' ‘ ° 7 4% — 
eve . the committee will be hn recess unt ve | 
( 
\ } ‘el] Yr) } *t Ac \ t.)] \ 
yy nereupon, a snort recess Wa LKeD. 


Se r Pasrorr. Mr. Campbell. 
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STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE OF THE COOPERATIVE LEAGUE OF THE UNITED STATES 
OF AMERICA 


Mr. Campreis. My name is Wallace J. Campbell. Iam director « 
the Washington office of the ¢ ‘ooperative League of the United Stat 
of America. The Cooperative League is a national federation o 
‘oOhsumer, Supply, and service cooperatives, Its afliliated memb 
organizations Include in their membership approximately 13 millio 
different families who own cooperative businesses of various king 
through which they obtain farm supplies, insurance, consumer goods 
electric power, savings and credit, health services, housing and othe 
needs 

‘These people are providing the solution to their own econon 
problem and supplying their own economic needs without relying up 


the Government or any ot her outside agencies. 


=> 
) 


The Cooperative League is very greatly concerned about S. 264 
which we look upon as one of the most dangerous pieces of legislati 
now before the ¢ OngTess. That is very strong language, but the eff 
of the bill as we see it, would be to free from control of the Securitii 
and Exchange Commission under the Public Utility Holding Cor 
pany Act the largest potential cartel in American history. 

Mav we call to the attention of the committee members the fact that 
the Securit 1@> and exchange ( ‘omimission, when ask dl for its comme! 
on the bill, declared flatly that it 
Opposes the enactment of this bill because of its belief that the bill, in grant 
broad, automatic, and permanent exemptions from the act without regard t 


the circumstances of each particular case, could Operate contrary to the pul 
interest and the interest of investors and consumers. The bill, if enacted, 
be the first amendment to the Holding Company Act since its original enact. 


in 1935. 


The SEC, in its statement of February 7, goes on to point out tha 


no atomic power project has been impeded by the (holding company) act as 


is presently in effect. 
Thestatement concludes finally that 


where management is willing to comply, the act promotes rather than hind 
ind development. In the judgment of the SEC it would not be wise 


growth : 
the Congress to encourage such projects without the safeguards provided by 


act 
A careful reading of the other statements by the executive bran 

will show that the Department of Justice refused to olive its endors 

ment by pointing out that 

enactment involves a question of policy concerning which this Department ] 


fers to make no recommendation 


The Department of the Interior April 10 hedged by saying that 


f the regulatory agencies do not regard the bill as one that would seriously affect 


I 


their proper regulation of holding companies, we are inclined to favor its enar 
ment since it tends to stimulate the installation of additional power capacity | 


joint utility action. 

The Comptroller General points out that 

the Publie Utility Holding Act of 1925 was designed to prevent certain abuse 
existing at the time of its enactment. Any exceptions to the act could conceival 
make possible any recurrences of such abuses 


TET Hoe SRT TIEN ee 
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The Atomic Ene rey Conimission indicated that for a sae te of re 
search and development, emergency action might be required, but said : 
We believe it is not within the scope of the Commission’s primary responsi 


bility or competence to comment upon the desirability from the standpoint of 
Nation's future power needs of making such exclusions permanent 


the 


These statements actually reinforce the SEC's adamant position i 
opposition tothe bill. 

We are hi ap Py to note that in the debate on the floor of the Senate 
April 26, the principal sponsors of this legislation, Senator Pastore and 
Senator Potter, indicate that the “provi isions of the bill will have to be 
greatly refined” before it will receive approval of the committee, and 
that “many modifications in the bill” will be necessary to avoid “any 
tendency toward monopoly which the Public Utility Holding 
pany Ac t was enacted in order to restri 

The dangers involved in the bill are set forth very pointedly by Clyde 
T. Ellis, executive manager of the National Rural Electric Coopera 
tive Association. Tle told this committee April 24, that enactment of 
the bill 

1. Would create a monopolistic nuclear heat industry free of Fed 
eral regulation. 


Com 


? Would de hy to the American people rian \ of the benefits of then 
own $15 billion investment in nuclear deve lopme nt: 
3. Would create a new class of power company monopolies with 
utomatic and permanent exemption from the Holding Company 
Act: 

tL. Would lay the basis for destruction of the Securities and 
change Commission and the Holding Company Act : 

5. Would weaken the whole field of Federal, State 
lation: 


Ix 
9 and local regu 


(), Would prevent the development of low Cost power. 

nee exempt from holding company regulation, a new cartel in the 

ergy field could pyramid investments to the poimt where—in the 
[nsul-Hopson tradition—a new maulti-billion-dollar combine 
be controlled with an equity investment of about 5 percent. 

With no controls over the price of heat generated from atomic 
fission, anew combine or combines could charge the present cone rate 
for production of energy and prevent any public benefit in power rates 
from the taxpayers’ investment of $15 billion in the atomic energy 
program. 


could 


Even more dangerous than the economic power of such combines 
would be the political power whi h would come from exemption from 
the Holding Company Act. Today such holding companies are pro 
hibited from making political contributions of any kind. Tomorrow, 
if S. 2648 is enacted, there would be no ceiling of any kind on the use 
of utility funds for political purposes. The only limitation would 
be on the ingenuity of the owners of these ¢ ‘companies in 
to transfer funds into political campaigns. 

We have one specific sugeestion to place before the committee in 
addition to our opposition to the bill itself. We are confident that 
neither of the sponsors of this bill would wish in any way to encourage 
the growth of monopoly in the United States. We also feel that their 
interest in introducing S. 2643 was only to expedite furthe 


finding wavs 


T develop 
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committee, or some other competent committee of the 


investigate the actual source of the suggestions which led to the 
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ssi h 


the effort to sweep 


aol 
aside 


an mvesti@atron could determine what 


Federal reeulations when such free 


‘ould 


er re iif What purposes were behind the drive to turn back the 
by exempth r this potent al oganty cartel in the field of atomic 
rey from the holding company regulations. 
The Cooperative League feels very stronely that there is no nee 
T101 f on We base that prin ariiy on this thests. 
dustry 1s faced \\ regulation it alway 0 jects That has 
et | ie | tory 0 ndy try You. il] remember trieut when the H lel 
¢ Company Net Was pa d the first place that it was called the 
1 sentence act There was a tremendous national fracas over it. 
As far as we can reeall. th utility industry is in healthier shape 
Cay an it was before t] mssnge of SEC Act. and that the regula- 
( has not been a death sentence and has actually hee helpful to the 
dustry asa whol 
() r < ore T10O Ot ( il Horny wit t| \ Ln 
enoueh, yyy ul r SEK( id are r SEC reeulation 
ire delays, t] re e irritations im d. But an atton 
oO. \ ne onthe project f \ Oren tut | rit ert 
reouin ns of SEC s sfactorily na th meet el) Tf the vn 
i) e ( OVoaniZ oO} {! \ hould Ee neo diffi Ity 
hSEC at all. 
\WV hy lie QO) t | ba - ot t i¢ nftements \ 1) } Ve hy il \ 
bye if the SK¢ dw hap rin} 644 statement, 
1 ce) ae oe ked ae dw Isl the 
terest I} be o ed y SEC on t] eX ( ind develop 
We | evi | be a very serio niistake to have 
ge exem] rthan for that period. Sin isthe 
t SEC state nd the other reoulatonry neeney state 
t ore liculty fora genuine 
' ot I} rtc fan) 
ST 1] 
Plie (i ] i Oo « } ms matter of hye veneration of 
\f ) mv To mterrupt and imstruet the 
ft] niniittee to d with the SEC, in the event an 
t eX 1) ay ntecd, just wi control the SEC 
i Is hee rc here by indu trial companies 
\ ’! plation of the Public Utihty Hold 
\ : nt feel that they should even come 
1 eX tive purp because they are not 
cn That} n ob} tion that has been made. 
You pass that o ing more or less a frivolous objection. Maybe 
e ] [3 yey be ra | renal one if it is a real 
fear for | wress of this program. That is my fear. 
ris ( ’ they mav be right But somewhere 
’ ermine that qu ion so that this whole 
Yr} y will ne i. | 
( (Fa tis a frivolous objection on their part. 
rt he maximum of freedom in their 
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own operation, and at times the maximum of freedom is more thin 
they should have. 

Senator Pasrore. They don't have that restriction now. Tam talk 
ing about an industrial company that does not fall within the proy 
ince of the Pub he U tility Hol ling 6. oOmpany Act. 

For examp Je, a company that manufactures a boiler. They might 
feel their stockholders would like to put ina hundred thousand dollars 
in vn research combine. The minute they offer to do that, under the 
resent situation, they would have to file with SEC under the Publi 
| tility Holding Company Act. only because in the development ot 
this research there will be some heat that could be used for electric 
power, whether it would cost 2 cents a kilowatt hour or a half cent. 
Do you see the point I im: a 

Mr. Camppetn. Yes. s 

Senator PASTORE. That is the objection that they ritise. | don't 
know how real it is, but [assume that if is real since they have come 
here and said that it is. That is the thine that we have to override. 

Mie CAMPBELL. Our pont is that they have nothine to fear and 
that experience in the utility industry has indicated that this is no 
erlous hardship to the companies and that it is in the public Interest. 

I would lke to come a little later to the question of how to actu: lly 
et what I think are your objectives in the statement of purpose of the 
il. But first | would like to use an oversimplified illustration of 
this matter of heat. Actually the heat is to be in the Industry, from 
here Oh out. Is to he the SOUTCe ot power, whether It comes from coal 


’ 
l 
t 


or whether it comes from nuclear enere’y 


his is the source of power. This is the one essential factor in 
eetting low-cost power, Anal les are never comple te ly satisfac Cory 
But in the automobile industry you have six companies which are iy 
venuine competitive battle with each other for the market. If 


omeone came to the Congress and asked that they have the right to se 
up a monopoly not t subject to anybody, to manufacture the motors of 
ol] automobiles, a Il they wanted to do was just make the motors and be 
iyect to nothing. they wanted to have a comp rlete monopoly just Ol 
notors, this would be essentially a comparison with what the role of 
eat will be in the power Industry with the development of nuclear 
energy. 

And there is the heart of the matter. You wouldn't want anybody 

to ¢ ae all of the production of all motors for all automobiles, even 
though there were six companies still competing in the se ‘ling of the 
ars. We feel that this isa very grave danger. That if there is to bea 
cartel or holding company for the creation of heat, it is so essential to 
tne industry asa whole that it ought to be subject to the same regula 
tions us the entire industry iS. 

Senator Pasrorr. Is that precisely a proper analogy! First of all, 
the automobile companies are not reoulated by any local authority as 
to the amount of money that they can charge their consumers. 

Mr. Camppein. | pointed out that this is not an exact analogy. 

enator Pasrorre. And the distributing company is already under 
he supervision of a local authority, and cannot expand beyond any 
wthorization that is given by the loeal public utility administrating 
officer. It has so many outlets for distribution, and there they are. As 
i understand this bill—and if I am wrong I am wrong—but here, let 


alone section 4 and getting to section 5, which of course, is going to be 
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deleted, but for the sake of argument you have X company in Rhode 
Island, X company in Connecticut, X company in M: es setts, and 
. & ~ iny in Vermont, and X company in Maine. Five companies. 

The first company supplies Rhode Island, the second company Mas 
auc a setts, the third company Connecticut, the fourth company Ver- 
nont, and the fifth company Maine. 

They still have the same customers. The Vy are ally regulated by re 
spective state aut thority. Rather than each of them owning au gener 
iting plant in their own community, which of course they alre: ady own. 
they feel that it would be cheaper for them to produce the current if 
they set up Y plant in 1 of the 5 States in order to generate power. 
‘This power is sold, exclusively to these five companies. If each one of 
them could build their own generating plant there would be no trouble. 
put they decided that they would pool their resources and build 1 cen 
tral plant to feed the 5 companies. Where do you see monopoly ? 
Where is this similar monopoly of having a single company build the 
motor? It is still the same consumers, still the same distributing 
companies under the same supervision. But rather than build 5 differ 
ent plants they determined they would build 1 plant. Whom do they 
freeze out? Tlow does it become a monopoly y 

Mr. Camppei.. We are not objecting to the rights of the companies 
to set up their own plants. But we do not believe that there is any 
eason to exempt them from the Holding C ompany Act. 

Senator Pasrore. That isanargument. Iam speaking on the ques 
tion of having 5 companies getting together to produce 1 motor. 

You wouldn't have that. 

Mr. Campsett. No. My point is that you wouldn’t exempt some 
one company that made all of the motors from the Anti-Trust Act. 
In the same way, we don’t want you to exempt somebody who makes 
the he “at, from the Holdin rom © oOmpanhy Act. 

senator PASTORE. Qt course, the point is this: They don’t presently 
come under the Public Utility Holding Company <Act. 

Mr. Campseitt. But once they become such an essential part of the 
utility industry by making heat, then we feel that they should be under 
the act. That is our point. 

Senator Pasrore. Of course, we are talking more on section 5 than 
on 4. You have already heard, the observations made by Mr. Potter 
that he is willing to have that part deleted from the bill. 

Mr. Campsentnt. Our major point is this: The bill, in terms of its 
stated purpose, is to facilitate the development of the atomic industry 
in its ican to power. We feel, on the basis of our experience, 
that the way to beat that is through two things: First, since a great 
amount of mo} ey has to go into experimentation and development, 
just as it has gone so far into the development of the atomic industry 
to date, that eet rore bill, which would set up six reactors, is the way 
to get started, get started quickly, with the risk being shared by all 
of the peop le Bi th 1 countr Y. 

It is possible at a later date to sell those reactors if this works out 
satisfactorily, to ale try or to the cooperatives or to the municipali- 
ties, or whoever bids suecessfully for them. 

Sen: i Pastore. How about giving them away ? 

Mr. Camrsbei.. The Congress ought to take a careful look before it 
vives snvthi ng away. I know you subscribe to that position. 
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Senator Pasrore. Of course, I do. 

Mr. Camprnecn. It may be necessary to give them away, 1f so much 
money needs to be lost in cle velopment of the industry. Qur own 
feeling in the cooperatives is that it isn’t. As you probably know, 
the AKC has granted a ayer to the Elk River Cooperative in north 
ern Minnesota to build an atomic reactor. The Rural Electrification 
Administration just this last week granted a loan to the co-op to build 
an atomic reactor. This is voing to be a saaall one. This woes con 
trary toa lot of the things that have been said at this hearing about 
the need for a gigantic operation. Our engineers and management 
people believe that this small reactor, which is going to be built in 
northern Minnesota actually can compete with the costs that are now 
in effect in that high-cost power area, We will, within the next year, 
conceivably, be generating power from atomic energy for the service 
of farmers in northern Minnesota, which is just as high a cost powet 
area as vou have in New Eneland. This will create a pattern and 
will do the kind of pioneering that will stimulate industry to get inte 
the job. 

Industry doesn't have the incentives now that industry in Great 
Britain has, or that our farmers have in high-cost power areas, becaust 
things are pretty good in the utility industry. What they need 
feeling of competition, and a feeling of urgency, and you are not 
going to get it by just handing everything to industry on a platter. 
They have to see that there is competition to get them in. If they 
see the Gore bill plants being built as an experiment, this will show 
the practicality of it. And if they see a little group of cooperatives 
n northern Minnesota can generate atomic ene rgy and deliver it to 
farmers at a cost competitive with what they are now paying fon 
power, then | \ golly, industry is gcoing to get on its toes because 
it will see the p ossibility of re: al C ompetition to them in the veneration 
of electric power, 

Senator Pasrorr. The only thing that disturbs me about that is 
this: In 1954 we » passed a law to do precisely the opposite of what 
you are suggesting. Up to then it was a Government monopoly. 
In 1954, through the amendment of the atomic-energy law, we broke 
that monopoly by saying that private industry can engage in this 
field, subject, of course, to certain regulations, licenses, and other 
egulations 

Now, you are actually reversing the field and saying that the Gov- 
ernment should do it because it is not going to be profitable for indus 
try to do it. 

Mr. Camppett. We are saying only that the Government should 
do these first six experiment: al reactors. We still want private indus 
try to get going on it, but we think this is the way to get them stared. 

Senator Pasrore. But the Government will have to go to private 
ndustry to make the contracts to build these reactors. 

Mr. Cameppein. That is what it did already to gel these other things 
cvoing. 

Senator Pasrorr. It should be employed. There again it is a private 
contract. 

Mr. Camppnein. This puts some of these risks where they ought to 
be, on the public, and to get started right away in doing some of this 
research. I don’t believe there should be restrictions on what industry 
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ints to do in the way of research, but we just don’t feel that it is 
necessary to have a long-rang exemption, a statutory exemption, from 
the Holding Company Act in order to get it. 

senator PASTORE. | an ol clined to agree with you that you don’t 
need a long-range exemption. We were thinking in terms of only that 
period in which research ean be made until you reach the point of 
practicability, and then, of course, you would have to get a new license 
to build a reactor, and then the whole field could be reviewed at that 
Mie, 

However, [ understand your position, Mr. Campbell. I think you 

ive made it very clear. There are a lot who agree with you and a 
ot who dont. The th ne that disturbs me more than anything else 
that first of all we have a Nation here of free enterprise. Whether 
or not the nuclear reactor will be anything different than a steam 
mant, ora con] boiler Isa debatable question. Why should we build 
reactors on the part of the Government and sell them to private 
ndustry, any more than we should build a steam-generating plant 
and sell it to private industry Is it a sphere in which the Government 
should remain any longer or is it a responsibility that ought to be 
assumed by private industry under our free-enterprise system of 
eovernment 4 

Those are the difhleuh questions. Where does the public interest 
begin and where does it end, and where should the responsibility be 
issumed under the umbrella of free enterprise. These are difficult 
que ous because this has been a Governmen monopoly up to now. 

I) na mentally, | mn Very much concerned with the Stutement re 


eently made by the great \imerican phy sicist who was Visiting Moscow. 


[ heard of that when LT was out on the coast only a few days go, re 
turhimne from the test erounds in the V’acitie, and new T read a report 
! ttyl: morning Post tothe etfect that the Ri sinns have developed or 
Le work neo) ihe “Vin ‘hroevelotron, \\ hich Isa revelation to scientists 
of Aime . As no matter of fact IT think the phraseology that our 


\merican eApert Wsed is that =id bowled ls over.” We know that 


tussin went on a crash program of building reactors a short while 

ALO In Greneva they amazed us with the progress that they had 
cle [f atomie energy Is not eoing to be used as a destructive force 

(rod forbid it ever will—it wi!l be used as a medium of winning the 


commercial markets of the world. It will make a big difference in the 
future of the world whether these markets will be won by Amerienn 
1} dustry or by Soviet inch S(ry. If they vet tothe {i101 ly line before we 
do, (rod help us In our international trade. That is the questi n that 

ejoh heavy on Pastore’s mind And in the welghing of that ques 
tion I would like to remove all frivolous imaginations and small points 
as to pre edent and no precedent ana what the fear mieht be. | 
have confidence that the Government of the United States is a Gov- 
ernment of sensible, reasonable, commonsense people who don’t want 
iny special interests to run away with the bounty of all the people of 
the Nation. 

The big question is, how do you do it. What is the approach, If 
we remain provincial in our thinking. if we begin the conjure up im- 
agmalions and bogevme!) and frigvhts that are not real, I believe 
that one day we will awaken to find that we have lost the desioned 
purpose and future of our country. That is how strongly I feel 
about this. That is the reason I became a cosponsor of this bill. 
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M1. CAMPBELL. We subscribe a hundred percent to what you have 
the Gore bill eoine for 


said. We feel that the way to do it Is to get 
one thine, to vet indu try into it to vel the co-op nto ws. to do vl of 
these things is essential. 

If indu fry Wahts to move rapidly the SEC, according to their stat 
ment here, is willme to have them come and ask for an exe ptiol 
\nd if it is in the publ ¢ Interest they have prowhits d to vive them a 
exemption. 

Senatol Pasrore. [hope that if t His not passed that O 
sav will he the gospel truth. 

1 do hope this: Phat the tine position of hard 1s to the amend 
ment of this law will not be issumed by the madustrial companies 1O 


| 1 because 1f they become equally 


are beige asked to come imto this | 


trative applica on as some of you ge tle 


1] ‘ ] } 

UBDOrD ava Isc ACIN Lis a 

) ) real Larva any » | l wsoainge yyy epnall oo) ‘ | rant c 4 ‘ 
men sincerely have come Hharad wewarmst any dekdd ndMenament OF thre 
eXISTINGE law. ilf we get to t] Ose Two pom of mehtful ol stINACY, | 
Trust t it th result Wi] l not be i damage oO] |] 


Mir. Caarppetn. Actually the varying points of view should bri 


~{ mulation. Act ally our rural ele trie COOP ratives have stimul: ted 
ndustry to vo into rural areas where they didn't go before we got there 


And rural America is served better and the power compani ire 
nuk oy more Mone) than they were before be use OUP CO-OPS Zo hi 
het provice La \ irdstick. 
Senator Pasrore. That's meht. That co-op idea was « 
oft MaemMation that we have hac hoa lone, lone 
1 


It has illuminated parts of America 


me of the most 


progressive preces 
time. It has done a lot of good. 
that were dark. There is ho question about it. 

| hope that there is no fear here that we are try We to destroy that. 
| hope we are talking about another thing. And I hope we are all 
talking as good, honest, commonsense Americans who want to do the 
right thing, regardless of how it woes. 

[ have the highest respect for your point of view. IT want to thank 
you for ming here, I understand that you represent one of the 
finest movements in our country. 

Mr. Campsen.. Thank you very much. 

Senator Pasrorr. Mr. McDonald. 

Mr. McDonaup. Mr. Chairman, I am Aneus MeDonald. Beenuse 
it appears that I am for the most part beating a dead horse in nv state 
ment, Twill dispense with the reading of it. 

Senator Pasrore. We will include it all in the record. L wouldn't 
want to subject you to the strain of discussing features of a bill that 
the sponsor himself has already stated that he is not pushing any 
further, although the record ought to abundantly show what your 
position is or would be had the bill remained intact. 

You can take whatever time you want to discuss whatever ideas 
vou Waht. 

Mr. McDonarp. I would want to comment on some of the material 
which I have developed in the statement. I hope that members of the 
committee will read it. 

[ believe that I have developed certain material here which no other 
witness has presented in such detail, principally in regard to the abuses 
carried on under the old holding companies, and some of the abuses 
and practices which we feel have been carried on up tothe present time. 

(The prepared text follows :) 
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STATEMENT OF ANGUS McDONALD, REPRESENTATIVE OF THE 
NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee: As a representative 
of the 700,000 members of the National Farmers Union, who reside 
mainly in the Mississippi and Missouri River Valleys and the Great 
Plains States, 1am here to present our views on S. 2643. Resolutions 
unanimously adopted by the biennial convention of the National 
Farmers Union in Denver, Colo., in March 1956, pertaining to public 


power and resources and rural electrification, are as follows: 





2. DEVELOPMEN IND ReGt rION OF ENERGY AND POWER 

We urge establishment of clear-cut Feder: egislation and policies to establis! 
irly Federal responsibility to produce, regulate and control public power 
through programs of area development on the basis of all-inclusive support of 
total national program. We urge Federal generation and transmission of 
e pow required to meet the present and future needs of nonprofit electric 
systems and the use of the withdrawal clause to protect the rights of preference 
U tomers The Federal Government must assist cooperatives and other non 
rolit public power agencies to set up generating and transmission facilities 
where needed by supplying technical and financial support. The Federal Gov- 
ent must construct and operate the high voltage transmission facilities 
ecessary to integrate indiv a ydroelectric projects and to deliver apprevi 


e portions of their output to the load centers of preference customers. 


The Federal Government must purchase or generate sufficient thermal energy 


supplement the hydroelectric capacity of the Federal system so that the 
ounts ¢ rm power can be made available for the benefit of 

eference customers 
We urce that any electric or other utility engaged in interstate commerce 
enjoyil guaranteed profits without risk while operating as a_ private 


monopoly with Government protection be prevented from counting as costs in 





itemaking, the one pent, either direct or indirectly, to intlnence political 
tion at any leve We urge amendiment of the Internal Revenue Act to pre 
clude charging off such expenditures as those mentioned above as tax deductions 
WW recommend egislation requiring that the benefits from accelernted tax 
! on be passed on to Consumers 
We urge establishment of regional development agencies to assure proper use 
f the Federal hydroelectric power and provide for optimum conservation and 
levelopment of values of area-wide projects such as flood control, navigation 
rrigation and recreatior Such development would utilize the highest possible 
el s of multipurpose users and benefits including tlood control, navigation, 
tion, and wate for industry, cities, and irrigation We insist that the 
water rights of farmers be adequately protected. We advocate strict limita- 
tions on the discretion of the Federal Power Commission to grant licenses for 
privat developinent wherever such development conflicts with a multipurpose 
| progral Violation of the Federal preference clauses by the Depart 


ent of Interior by a policy of deceit and subterfuge which includes refusal t 


sell Federal power to cooperatives and municipalities must be forestalled We 

ionld remove a imitations on areas served by nonprotit electric utilities 

We also urge that the technical assistance program of the Rural Electrification 
Administration be restored and borrowing authority expanded 

We urge Congress to enact legislation prohibiting Federal agencies from turn 
ing over any economically feasible Federal power sites to private Companies 
We als urge the authorization by the Congress of such 1 uitiy urpose projects 


cluding Hells Canyon, Niagara and Kings River 

We urge preservation of the excess lands provisions governing the use of wate) 

kederal irrigation projects in the Federal reclamation law 

We insist that Congress either authorize the expenditure of funds for the 
Tennessee Valley Authority, to take care of the growing and critical power 
shortage in that area, or authorize the sale of bonds by the Tennessee Valley 
Authority which would provide funds for expansion. We oppose the recom 
mendation of the administration requiring TVA to repay funds greatly in 
excess of amoritization requirements as determined by Congress. 
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In regard to allocation of Costs of multipurpose projects we oppose the sub 





stitution of the joint costs ren aining benefits method for the inere ental costs 
method in the southwestern area We urge the enactment of legislatic pre 
hibiting the Department of the Interior fron arbitrarily subst 

system of cost allocation for another We also recommend that the pe 


amortization be increased from 50 to 100 years 


ATOMIC POWER THe NEw Purtic Pows 


We urge e! tment of needed legislation to insure that new sources of 


energy Which have been developed with taxpayers’ money should be used to 


benefit all at the lowest possible cost by authorizing the Atomie Energy ¢ 
to push promptly ahead the development and regulation of 

power in ways that give primary benefit of atomic power to the gene | 

Specifically, we urge Congress to authorize actual use of atomic react 


boost the electrical energy output of REA cooperatives and other pref 


customers of public power. And we further recommend that safeguards be 
set up now that will guarantee maintenance of preference clause in ¢ 


produced by Federal atomic programs, and further safeguards that 
detinite that atomie power will not become a private monopoly beyond the 


Bas - 
i sera Lrol Or resus i 


rhe Federal Power Act and particularly the Publie Utilities Holding ‘ 
Act were enacted because it was felt that regulation of the finan 





ints and power facilities and the regulation of the physical generation 

i miss tf powell is in tl pub nteres Nov ippears tha 

} b nuclenr- ric-powe Ompani re } exempt ro 

| par l li 

We re ertain to the long-time effects of section 5, but it is clea ha 
embers of a combination not now exempt from the Ilolding Comp 

id become exept f the bill is enacted Phi would partic ilarly ppl 

to the Pacific Northwest Power Co I call attention to the circumstances 
vhich gave rise to the introduction and passage of the Publie Utilities Holding 
Company Act of 1935 At that time the attention of Congress was focused 
on the activities of the Electric sond & Share Corp., the largest power col 

1 the United States, and the Associated Gas & Electric Co., dominated b 
Howard C. Hopsot Previously the Federal Trade Commission had conducted 
in exhaustive investigation of these and other cGompanies and had con cle 
that legislation was needed to protect the funds of the investors and the ] 
from exorbitant rates It was also felt the pyramidi of holding compani« 


h eation of private companies, owned by officials of the holdin 
and the domination of service and management companies by the hold 
pany officials, called for new legislation. 


4 ‘ ] 


Howard C, Hopson, who was the principal officer of the Associated 
Gas & Electric Co., escaped regulation by creating private compant 
of his own. IIe took the position that they were not utilities and 
therefore not subject to regulation. Under this bill atomic 
companies would be in the same category except for possible State 


reoculation. A New York State commission which undertook to 
regulate utilities in that area found itself helpless to determine cost of 


] ] } 
rveq the electric powell 


services which these private companies eh: a 
operating companies. The way in which the Utilities Clearing Corp 
in Reading, Pa., operated was typical. This company, after pet 
forming an alleged service for a utility, sent a bill to Hopson’s New 
York Clearing ¢ ‘orp. for items chargeable or allocated to New \ ork 
State. The New York Clearing Corp. would then prorate charges 
among operating companies and all the State commission or Fed 
eral investigators could find in New York State was an invoice in 
the files of the New York Clearing Corp. for such and such charge 
The special committee to investigate lobbying activities found 
that Hopson resorted to other devices to escape regulation, confuse 
the State commission and defraud the public. He frequently changed 
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the name of his companies or moved across State lines. Ile charged 
exorbitant Management and engmeering fees as well as exacting 
heavy tribute through his private companies. [lis companies were 


divided into three groups: management, engineering, and private. 
During the period 1929-5 } TLopson charged oper iting companies S10 
million in managing fees. $ » million in engineering fees, and was paid 
SS.5 million throug ! his private companies. 

The Senate Investig: itors re ported that such oper tions were highly 
profitable. For ex: imple . during a 13-month period a merchandising 
corporation made a profit of $936,265.50. The owners of this cor pora 
tion had nothing invested. Originally they had put in 810,000 but 
later had taken it out. 

Hopson’s company also dabbled in real estate. In 1928 a New York 
State a lectric company and other companies acquired various 
parcels o land in New York State at a cost of S2Z.271,000. On De 
cember 1930, “ihe properties were sold to the New York State 
Electric & Gas Corp. for $6,500,000, giving the Hopson group a profit 
of S4.272,000. 

Tlopson himself benefited oreatly from such operations. Between 
1924 and 1929 with an investment of $45,000, he took out half of 
S1.223.000 and owned half of the $9,450,000 worth of stock. The Fed 

] | Trade (¢ ‘ommissio} ne stimated th: at Hopson’ s New ) ork and PY enn 
sylvania compan ies’ securities were inflated to the extent of S77, 
692, 193 (hearings before a Special Committee to Investigate Lobbying 
activities, United States Senate (74th Cong., Ist sess.), August 13-23 
1935, p. 780). The etfect of the Hopson companies’ activities was 
disastrous to investors. Common stock in the Associated Gas & 
Electric Co. declined from $51.50 to 50 cents per share during the 
period 1930-32 (ibid.,. p. D994). 

Another group which the Federal Trade Commission and the Sen 
ate committee investigated was Electric Bond & Share. Up to 1935, 
when the committee concluded its investigation, Electric Bond & Share 
was dominated by Sidney Z. Mitchell, who was among the first to be 
come fully aware of the pote nti alities of the hok ling company device 
as an instrument through which vast utility companies could be domi- 
nated with a minimum of investment. Mitchell was president of 
Bond & Share from 1909 to 1929, and chairman of the board from 
1923 to March 1935. The management of Bond & Share and his vast 
system of holding companies were officered and directed for the most 
part by individuals who were trained by and who worked closely 
with Mitchell. 

The method commonly usec by Mitchell in organizing new com 
panies was to plac e the assets of the oper: ating company on the books of 
the subholding company at sums considerably in excess of their cost 
to Bond & Share. The subholding companies of Bond & Share then 
issued securities In amounts more than sufficient to cover cost of assets 
turned over to the holding company. They would also issue sub- 
stantial amounts of common stock—having the majority of total vot- 
Ing power— against the companie s" inflated Investment account (find- 
ings and opinion of the Securities and Exchange Commission, Phila- 
delphia, in the matter of Electric Bond & Share Co., et al., Holding 
Company Act Release No. 3750, August 25, 1942, Dp. 30). Bond & 
Share would then sell the new securities to the public in amounts 
sufficient to give it blocs of common stock at no cash cost, sometimes 
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even a cash profit, which they would divide among themselves, the 
lions’ share always going to Bond & Share managers and promoters. 

For example, when the Texas Power & Light was organized in 1912 
as n sl bsidiary of the Southern Utilities Corp., formed at the same 
time. securities which had cost Bond & Share a few months earliet 
KY 300,000 were transferred to Texas Power & Light at S10.550,000 
par value, thus creating an Inflation of more than $8,250,000, plus pro 
motion expenses and interest. Late) Intersystem transactions im 
flated the Texas plant to SID O00 000, Utah Power & Light seeur 
ties cost Bond & Share S14 TOO000 and were transferred to Utah 
Power & Light valued at S47,000,000, thus creating an inflation of 
$32,500,000 In the plant account of Utah Power & Light Co. The 
securities were sold by the subholding company to the public for 
eash, leaving the holding company with the entire issue of common 
stock, 830,000,000 par value at no cost. 


{mone other deals which Mitchell made was one which concerned 


utilities in Arkansas, Louisiana, and Mississippi. This one which in 
volved the Arkansas Light & Power Co. resulted in the creation of 
enormous amounts of watered stock sold to the public, Arkansas 
Light & Power Co. stock was inflated from $1,451,000 to $4,828,000. 
Ioan nines on this stock in the vear ending February 25. Leos amounted 
to SI75.276 with imsufficient depreciation charges. If depreciation 
had been charged at the rate of 2 percent there would have been no 
earnings. 

{nother device which Mitchell used was the performance of real 
or fictitious services for the operating company by the Bond & Share 
Service Co, or EBASCQO, as it is referred to today. Attorneys for 
Klectric Bond & Share were aware that the typical service company 
contract destroved the freedom of the operating Company and there 
fore urged as follows that more wuarded language be inserted in the 
Ser'\ ee contract { findings and opinion of the Securit ies and exchange 
Commission, ibid., pp. d¢and 3s): 


This paragraph expressly contemplates that the holding company, which of 
course has control of the operation subsidiary, shall procure that subsidiary to 
Inake a service contract with the Electric Bond & Share Co. This destroys the 
theoretical freedom of action of the local operating Company, Which it seems to 
me is an important point in the investigation of these contracts by local pub 
service COMMISSIONS We have always stressed the point in discussion of thes 
Inatters before local Commissions that these contracts are voluntarily entered 
into after full discussion by the local boards of directors as being interests of 
the local companies, that they ere terminable at will by those local Companies 
and that they constitute an asset of value to those companies for which the 
compensation is justified, and without the payment of which compensation by 
the local Companies the services of the Mlectrie Bond & Share Co. could net be 
obt ‘ined 

This paragraph of the proposed contract while it does not so state lenves it 
Clearly open to inference that the holding company will see to it that the operat 
ing company makes such a contract. The holding company will obviously do 
so in its own interest because otherwise—while in form it is optional—it would 
doubtless be required to itself assume the payments to be made by the operating 
company in order to secure those services for that Company 

I assume that this holding company contract will become virtually public 
property, either through the Federal Trade Commission investigation, or other 
Wise, and may in that way come to the potential notice at least of all eal 
public utility Commissions It is for this reason that IT think it quite important 
that the holding company contract should be divorced as completely as possible 
from the operating company contract so as to relate solely to the services ren 
dered to the holding company, which do not involve the operating Company in 








~e 
vd 
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i way, and thus not become the subject of inquiry, explanation, or justifi 
ition, in local investigation 


| il itftention to the fact that Ha k I & Sell Were accountants 
Pov thre KB ASCO PTOUP, al (it tor the Hopson Zroups mn the 2()'s and 
. : ’ 
| 


i ol these spul OUS denis sid transactions were carried 
on and that according to testimony before a subcommittee of the Com 


tl¢ ( the liciaryv, [ 1) ed States Senate (S3d Cone 2d sess.). 


‘ “* ‘ 


Septeml er 2S to ¢ letober oO. 1954 (pp. ~27T6—-PS0). Service company con 


Tracts and other practh are peINg Carl ed on today. Lecon ling Lo 
I testimony there no arn lenoth bargaimine between EBASCQ, 
thre ta GY conipr e nad { le Opel if}} rcompante It Sa cohnmnon 


pl iT ce eChhoa deal to be aoreed to for Ifaskins & Sell r the 


KBASCO attorneys, and representatives of the holding company and 


{ oOperat wr Cony ny to all t nround the vne table and work out 
I Se : 
| { ‘ {hic ( () ) iS Given at thn hearmae that uch 
’ } } : «\* 
vities were a violation of the Holding Company Act of 1955. 
| a | attentiol 1< echio lio (a) of ft [lola ne Company Vet. 
\ | | hn part } | | \ ioe ) 
After April 1, 1956, it shall be unlawful for any re ed holding company, 
\ ( [ive wus or anv means or tustrumentatil I hnierstaute col ieree, oO 
otherwise, to enter into or take any step in the performance of any service 
es, or construction contrac } which such compat undertakes to perform 
<4 ces or construction work for, or sell goods to, any associate Company thereof 
which is a public-utility or mutual service company 
= Oy] § (b) cle oned to 2 el sul ding | OLIN Com 
Porudile hia l part ] } follow 
After April 1, 1936, it shall be unlawful for a subsidiary Company of any 
registered holding company or for 1 mutual service company, by use of the 
mails or any means or instrumentality of interstate conmerce, or otherwise, to 
enter into or take any step in tl performance of any service, sales, or con 


struction contract by which such company undertakes to perform services or 
construction work for, or sell goods to, any associate Company thereof except 
in accordance with such terms and conditions and subject to such limitations 
ind prohibitions as the Commission by rules and regulations or order shall pre 
cribe as necessary or appropriate in the public interest or for the protection of 
investors or consumers and to insure that such contracts are performed eco 
nomically and efficiently for the benefit of such associate companies at cost, 


fairly and equitably allocated among such company 
; | ; I : 


[ call attention to a paragraph Which the President of the United 
states sent to C‘oneress nh regard to service contracts and to utility 
holding companies (S. Rept. 621 (74th Cong.. Ist sess.), May 13, 1935, 


pp. 2 and 3): 


We seek to establish the sound principle that the utility holding company so 
long as it is permitted to continue should not profit from dealings with subsid- 
iaries and affiliates where there is no semblance of actual bargaining to get the 
best value and the best price If a management company is equipped to offer a 
genuinely economic management service to the smaller operating utility com 
panies it ought not to own stock in the companies it manages, and its fees ought 
be reasonable. The holding company should not be permitted to establish 
a sphere of influence from which independent engineering, construction, and 
other private enterprise is excluded by a none too benevolent private paternal- 
ism If a management company is controlled by related operating companies, 
it should be organized on a truly mutual and cooperative basis and should be 
required to perform its services at actual cost demonstrably lower than the 
services can be obtained in a free and open market . 

+ * * * * * * 


* * we should take the control and the benefits of the essentially local 
operating utility industry out of a few financial centers and give back that con- 
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ol and those benefits to the localities which produce the business and create 


the wealtl We can properly favor economically independent busine which 
stands on its own feet and diffuses power and responsibility among the many 
and frowns upon those holding companies which through interlocking direé 

rates and other devices, have given tVvrannical powell ind Exe usive Opportunity 
to a favored few It is time to make an effort to reverse that process of the 
concentration of power which has made most American citizens, one tradi 


tionally independent owners of their own businesses, helplessly dependeut for their 
daily bread upon the favor of a very few, who, by devices such as holding com 
panies, have taken for themselves unwarranted economic powet! I am against 
private socialism of concentrated private power as thoroughly as T am against 
vovernment socialism The one is equally as dangerous as the other: and de 
struction of private socialism is utterly essential to avoid governmental socialism 


It would appear, since this paragraph was incorporated in the re 
port on S. 2796, which became the Utilities Act of 1935, that the 
(‘ongre it that time agreed with the above paragraph Phe para 
eraph Is repeated oan In the body of the committee report un 


thermore, the relations of utilities msofar as they relate to service, 
ales and construction contracts are spelled out mn great detarl in the 
colnmiittee report. 

The Investi@vation by the Senate committee which preceded passage 
of the Utilities Holding Company Act of 1935 stimulated electri 


powe) COMPAL ereatly, A Vist Cami paren Was undertaken to de 
stroy the Investigation. The utilities were not SstINgY 1h pending 
money for the defeat of these Purposes senuwtor Schwellenback re 


ported (hearme’s before a Spec itl Committee to Inve Create Lobby Ing 
Aetivities, | nited States Senute. s pra (p. L605) 

The work of the committee up to this point has disclosed that a sum in exces 
of $314 million was expended by the public utilities of this country in an effort 
to defeat one single piece of legislation, 

The Associated Gas & Electric Co.—Hopson’s group—spent S700, 
000 to defeat the Wheeler Rayburn bill. 

lt appears threat relationships which existed preceding enactment of 
the Holding Company Act probably exist today. Certainly EBASCO 
has retained much of Electric Bond & Share’s former power, Inve (1) 
eation by the Senate Judiciary Committee and other committees indi 
cate that IB AS () is very much alive. This COMPANY nila plant 
all over the United States. According to testimony before the Sen 
ate Judiciary Committee, EBASCO built plant for the Dixon- Yate 


group, reg irdless of the wishes of the officials of the operating com 
panies, Hearings before a Subcommittee of the Committee on the 


Judiciary, United States Senate, supra (pp. 266-267) ). 
Investigations of EBASCO are incomplete but present nfornint 
indicates that EBASCO is taking over the Pacilic Northwest L co 
bine I) iS been formed, the Pacifie Northwest Power Corp.. which in 
cludes Washineton Water Power Co.,. Montana Power, Pacific Power 
& Light, and Portland General Electric. EBASCO is reputed te 
be the engineering brain of these utilities and others in the Nort 
It does work for these companies as well as the Idaho Power Co 
EBASCO has also tuken over the job of river planning for thi 
United States Government. It has been dh plac Ing the \) 


heel . the Bureau ol Reclam ition. and the Bonne ille Powe) Lady 


tration. \ Mr. Cowell has been one of the tool Which aecomp \ 
the purpose of EBASCO in the Northwest. Cowell acted as co 
ordinator of the Northwest power pool, In 1953, Ralph Pucdor, Unde 


Secretary of Interior, announced that Bonneville would cease to br 
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a planning and guiding agency in the Northwest and that local utili 
ties would take over. The Federal Government stepped out and 
EBASCO stepped into the vacuum. 

EBASCO became “ prime mover behind the proposed Columbia 
Interstate Compact the plan to divide the waters of the Colum vied 
River between the States and to set up a commission representing the 
States to review and recommend various projects. ()ne ot those who 
is Important in the compact committee is R. P. Parry, counsel for 
EBASCO Idaho Power Co. Governor Jordan of Idaho, as chair- 
man of the compact committee, appointed Parry as Idaho's chairman. 
Projects and proposals for construction by the Federal Government 
have to be reviewed or vetoed by the compact committee. Private 
utility projects escape such review. 

EBASCO also has control of the engineering work of the Gover- 
nor’s Power Policy Committee through its own emplovee, Mr. W. Jack 
Moseley, who is on the EBASCO payroll. EBASCO has been active 
In blocking approval of Federal power propects, such as Hells Canyon. 
Four EBASCQ witnesses. on the payroll] of EBASCQ, testified 
against Hells Canyon before the Federal Power Commission. 
EBASCO Pacifie Northwest Power Co. has made application to cle- 
velop Mountain Sheep and Pleasant Valley sites on the Snake River. 
Farmers Union and other groups have intervened before the Federal 
Power Commission in an attempt to prevent another Hells Canyon 
giveaway. 


| e columittee’s attention to testimony before a subcommittee 
of t humittee on the Judiciary, United States Senate (S4th Cong... 
Ist x on sSepten ber 21. PP. and 2d. 1955. At that time it was stated 
Hn. Ways thiot priol to the fail of 1952 the Washinetor Water Power 
(0 neacteC by) Ix hnsey Robir Ol, who S also head Ot the Northwest 
combine, was owned by the American Power and Light Co., a former 
ubsicl ry of ele i e Bond and Share Co. The invest gation by this 
1) } tree, headed by sSehnoa#rcol () Mahoney. Wis interested in an 
ren] i so-called stockholders committee. whose members were 
! si | lers i! il] he ah if hiereger het wee } the 

VW: rton Pov C'o. and thi Puget Soi nd Power and Lacht . x. 
\not l QO leritv exposed by f] Investigation Was that certain 
Wall Street firms were attempt oe to bring thout the. erger in which 
ey had a direct interest in the sale of securities that would be mar 
ec i result ol then activities The so-called sto kholders in- 
vall Street firms who had contributed an aggregate of 853.000 


\ ‘ated, W re « mceerned by the S tion of the bill which 
vould exempt companie venerat ne ele tric power | menns of atomic 
? 1 . 


ulation under either the Federal Power Act or the 
Pibl Utilities [old no ( mpanv Act. I call attention to a stute- 


ent by Senator Anderson, chairman of the Joint (‘ommittee on 
\tomie Knerey, w hich he made on February 16, 1956, in connection 
i the testim v of Walker LL. Cislei president of Power Reactor 
Development Co. and Atomic Power Development Associates, Inc. 
arms \nderson’s statement (hearings before .Joint (‘ommittee on 


\tomic Enerev. February 1956 (p. 254) ): 


I just the ht if the hill was somewhat broader than you need maybe it 
vould be se ake the first ste rst and cover the experimental work in 
| \ e now envavged a they fata ater date it PeLIS desirable, be 
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enuse of the size ¢ nuclear power plants, that their operation should ot be 
ject to the Public Utilit Liolding Company Act, that could be consid 
by the Coneress 


Mavbe this can pass as it is, but if would seem to me that Congress would 
tnke a pretty careful look at anything that would forever exempt from the 
Public Utility Holding Company Act the ownership of nuclear pow plants 


[ also cell attention to the list of powel companies who are men 
bers of two great cor Kbines: The Atomie Powe Development \eso 

es, Inc. (there are 43 companies m this list), and the Power Re 

tol Develop ent Co. (there are 26 companies in this list). lt ap 
penrs that the con iI ines which will be working together in the pro 
auction ot Tectricits Iy means of atomie fission will dwart un 
combine that we have had in this country up to this time. Other com 
binattons clude the nuclear power group concerned with the Com 
monwenlth kechison project near Chi ago, which consists of American 
(a & Eliectrie Service ¢ Oly.. Bechtel Corp. (construction), Com 
iol werlth edison CO. Pacilic Gas & Kleetrie Co... nnd Union Dare 
tric Company of Missouri: ana the Rocky Mountain st ily group 
which consists of Arizona Public Service Co., EBASCO Services, 
ne., Fluor Corp. (construction), [daho Power Co., Minnesota Min 
ing & Manufacturing Co., Phillips Petroleum Co., Public Servic 
Company of Colorado, Riley Stoker Corp.. and Utah Power & L, rit 
C'o.: and the Yankee Atomic Electric Co., formed to build an expel 
mental reactor, composed of New Eneland Power C'o.. Conneeticut 
Light «& Power Co., Hartford Electric Light Co., Western Mas 
chusetts Cos., Public Service Company of New Hampshire, No 1taup 
electric Co., and New England Electric System. 


} 
} 


Here is the way such combinations will probably operate. A nu 
clen porn which will not be subject to rate regulation or securitie 


ile reGuintionh WV it] venerate huge quantity . of eleetricity which \\ it] 


e fed mto the sVstem oF The members OF the 2 oup. Phiis power Will 


e | xed with the power venerated by coal, oil, oO falling water, As 
result it will be 111} ossible to regulate effectively any of the ele 
tvin the system. The end result will be that 1f a substantial part 
e COUNLES electiic power Is 2 erated by means of atom Cner2Zy 
e old rate struc re will be broken down. 
iia y, we urge the conmilt ee to cl approve this bill. We ado not 
beleve it is in the public interest. We believe it \ ould emasculate 
e Public Util C1 Holding ¢ ompany Act of 1935 and possibly bring 
back the old abuses Which ] have recoun ed 1} this Statement. lt 
dhe eChiphas 7 «| let the liberal subsidy policy ot the Atom 
rey Commission should be sufficient incentive for private industt 
( mrad wit the pr laeti of nuclent power. In our view, all 
eo fe ral powet ind holding-company act lo Is to provide for fai 
LES, | rovechion to the mvestor, wid orderly develo] ment of our nit 
ural res irces, We think that hist rv hia proved that eXeHipl 
from regulation wa ot only not in the interest of consumers and 
tors but actually contrary to the interest of the power compa 
ist \ 
\ eHNTION ! lle ito @ e@NOrhniot | Ol hey sp Ly ‘ 
} ite Uu ilit hottie ft | eve BE 4 »} | y 
pany Act Holding Company Act provides the only I 
MLO! ! . i v TU a3 political purpos 1 « { 
i 
, | ly (h) of the a lich makes it | 
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registered holding company, or any subsidiary company thereof, d1- 
rectly or indirectly 


1) to make any contribution whatsoever in connection with the candidacy, 
nomination, election, or appointment of any person for any office or position 


rovernment of the United States, a State, or any political subdivision of 
State, or any agency, authority, or instrumentality of any one or more of the 


foregoing: or (2) to make any contribution to or in support of any political 
riy or any committee or agency thereof. 
Ynd “contribution” is defined as “any gift, subscription, loan, ad 
mee, Ol osit of money or : sweehine of value.” 


Mr. McDonatp. I call the committee’s attention to my remarks on 
EBASCO. a subsidiary of Electric Bond & Share, and other com 


panies. These are not, Mr. Chairman, bogeymen. These are things 
that are going on at the present time. We were hopeful last fall that 
Senator O'Mahoney would continue his investigation in the North 
wert \\ vere surprised and indignant to some exXtent at investiga 
tio uried on previously by Senators Langer and Kefauver. We 
do f trongly that the activity and history of the electric utilities 
rive iri idence that they s shoul | be reculated. 

Né n regard to the present proposals before this committee, 
wh is been made orally by you and Senator Potter, I am unable, 
of co . to commit my organization in regard to a bill which would 

mit the exemption to the nonprofit or research stage. On the face of 

t see) is if it would be a harmless exemption. I trust that when 

11 LIne has developed Co the point where this proposal is In 

riting, that we will have the opportunity of commenting on it. It 
s clifhi It, it Is impossible fo comment on something which we do not 
lave do 1 in black and white. 

At the present time we are engaged in a controversy with Senator 
Maonuso omewhat a friend]y controversy, in reg: ard to the Pp acl Ing 
of a co in the trip-leasing bill. So you can imagine that it is a 
=e r1ol poe lem to endorse a piece of legislation 1 not yet writte li. And 

ere 1 \ e other things that we have not vet given study to in the 
exempting of utilities. For example, I just picked this up a moment 
ago Ph a copy of the Holding Comp may Act. I was looking at 
section |: , [ belie ve it is, of the act. which has to do with the making 
of rep by individuals and holding companies and subsidiary com 
panies, and so forth, who are engaged in activities to influence legisla 
LION. 

Phey are required under this provision to report regularly, in some 
detail, I] believe, to the SEC. I think that is a good provision. It 

n | vith the general purposes of the act. We would hate to 
ee any ¢ come out of these hearings, or anything come out of 
our st that would seriously weaken the act in any way. 


si Pasrore. Thank you very, very much, Mr. McDonald. 


()f cou at is a very import: int point that you brought out. I re- 
pen that we had hearings before the Joint Committee on 
\ton ergy, Which I mentioned yesterday, on this case of insur 


eeidents, in case of fallout. It was brought out that 
companies have to go to their local public utility ad 


ni! { } order to allocate certain funds for this research project. 
Richt the line this is pretty much controlled. You can imagine 
Hp hahy one State taking the bulk of its money 


1 


| i t into research. That, of course, affects the entire eco 
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nomic structure of the company. It might reflect itself in rates 
that have to be charged to the consumers. And naturally adminis 
trators are very much interested in how much money 1s put up for 
research. That is the period we are talking about. 

] quite agree with you that all these other protections that are 
contained in the Pub lic U tility Holding C ompany Act shouldn’t be 
deleted merely for the sake of expediency. Some of them are very, 
very important, and you have brought out some very important phases 
of that act that we ought to consider very, very seriously. 

But I assure you this: I have already instructed the committee 
counsel, Mr. Murphy, that when we get this amendment whipped up 
that we ought to send it on to those who are interested in making a 
short statement on it. I don’t believe we can atford to hold the same 
prolonged hearings that we have held on this. It would be more 
confined to the partic ‘ular langu lage of the substitute bill that might 
be drawn up. 

We have also nereed, as ] said before, that Wwe feel that this is 4 
matter that should be looked over by the Joint Committee on Atomic 
Energy. I am only 1 member and I can’t speak for the other 17. 
Even if it is reported favorably out of this committee it ought to go 
over to the Joint Committee on Atomic Knerey so that they can take 
i look at it. 

Mr. McDonatp. There is one point that in my hasty presentation 
I overlooked. I would like to make this final point. We feel pice 
that the vardstick principle is a good principle, and that it is neces- 
sary to low-cost power, and even to the preservation of the free 
enterprise Sj stem imsofar as it relates to the so-called private utilitie 

We are not in favor 100 percent of public power, or 50 percent. 

don't know where the percentage should be. It is now, I believe, 
around 15 percent in the Nation as a whole. Most of this publi 
power, or large bloes of ihe are sold back to the private utilities. So 1n 
a sense that, too, is private power. And then a large part of it 1 
used for defense. 

Consumers and farmers get a very minute part of the power pro- 
duced publicly in the United States. And we think that system is 
all right. But we strongly feel that there should be dotted around 
over the country in various regions, one perhaps in New England 
we have a system in the Tennessee Valley, we have some plants in _ 
Northwest—we feel that that system of public power, that the 
plants provide two things: low-cost power and competition for sti 
vate industry so that private industry stays on its toes. I think that 
the same principle would apply to electric power developed with 
atom Ic energy. 

Senator Pasrorr. Let me say this to you, Mr. MeDonal i: You bring 
up a very lovely point. But if this thing clicks, if this thing clicks, 
if we get to the point that through the use of atomic energy we can 
produce electric power competitively with the use of conventional 
fuels. or even better, you won't have to WOrry about preferences any 
more. We will have it coming out of our ears. That is the hope of 
the future. 

Up to now, of course, you have had to work in these prefere) ‘eS 
because the supply was limited in contrast to the demand. But ever 
Mr. Strauss made the statement that if we ever click on atomic energy, 


9029456 o4 
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at Is, if we can produce power by atomic energy, maybe we wouldn’ 
even need meters. It will be so cheap to produce that the cost woul 
Ont be in transmittal. 

Min. Ma Don ‘Lp. We would nee also al yardstick sO We could dete 
mine what the costs actually are. 

senator Pasty RE. Of trahsinittinge, That \ ould be about the ys) 
cost. Because, after all, I think all that nuclear energy can do is mak 
he heat or the steam in order to turn the generators in order to mak 
e electricity. Unless you get into fusion, where you bring the energy 


directly from the element and that in my humble opinion is quite 
av off. 
Mir. Mc Donaup. There has been a tendency in private electric powel 
utilities to trv to operate mm a scarelty field and restrict production, 


d the cost is high. We think the Government in its program, pa 
uly in rural electrification, has brought power to the farme) 
nd has brought the cost down to everybody. As Mr. Campbell said, 
the utilities have prospered, also. 
Senator Pastore. Mr. McDonald, it was a pleasure to have you her 
I repeat wean what I said to the previous witness: You represent 
nization, and we welcome your presence here today and you 
iT will be oviven serious consideration. 
Mier. McDonaup. Thank vou, Senator. 


Senator Pasrorr. Mr. Harry Poth. 


STATEMENT OF HARRY A. POTH, JR., ATTORNEY, ON BEHALF OF 
THE MINNESOTA POWER & LIGHT CO. 


Mr. Porn. Mr. Chairman, my name ts Harry A. Poth, Jr. Tama 
le l Washington. I). (. I appear here 11) support 
I he request ot Hy client, Minnesota Power X 
Lieht Co. of Duluth. Minn... because it is impossible for any of the 
officers of the company to be here at this time. 
J e jee il and e oinee) he aspects of the bill have already be 


from a number of 


rie Ter  cetatri } PXTe] ve TE ) 

othe util \ compal sas to how the bill would affect them. In cor 
ence, would like to submit my prepared statement to the com 

mittee, and confine the oral presentation to two or three major points. 


hsequence, I would like to submit niy prepared statement to the 
committee, the larger of the two documents 

Senator Pasrorre. Without objection, it is so ordered. 

Mr. Porm (contmuing). And confine the major presentation to two 


Phe statement of Mr. Poth follows:) 


\ ( 
( tte ‘ nil 
I | | ) f Set 1 2048 at the requ 
& I ( ! inn I LUNE { 
‘ e ¢ ) ( it t } 
al me } i\ Lire i } 

' \ t sive ‘ 1 er of ot] util 
laf lt ( f Minnesota, mo 

‘ i e | rations yboaa 

I ( e1nee 7 ! ( if t he eff { 
l Ihe | 2 ( (l¢ 
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Initinily, it may Iv hel] ful to give the committee { 


some factual di: 


itions of the company It was originally organized in 1906 ! 
{ msidiary of a registered holding company under 
litv Holding Company Act of 1935. but censed to be wh 





nesota. Its subsidiary, Superior Water, Light & Power Co., 


] round the citv of S Iperior, \"\ is... Which lies nereas t} " | 
Duluth. The operation of each cCommany is confined to the State 
and Wisconsin, respectively, except for the interchange of electric 
oe ; : 


the two companies. The population now served is approximats 





h a subsid Vy upor 
disposition of its stock in 1950. 
Podiay, the company is a holding company under the 1935 act b . 
vnership of the Common stock of Superior Water, Light & Power Co loweve) 
mipany has filed a statement pursuant to section 8 (a) (2) of the a hic} 
ts holding companies which are predominantly public utility « es 
hose operations as such do not extend beyond the State of orga ition 
tes contiguous thereto 
date no action has been taken by the Commi With resp he ) 
Under the statute the company is exempt, by reason o ch fili 
faith, from the provisions of the act, except section 9 (a) (2) thereot Mhis 
ould require SEC approval of the acquisition of 5 percent or more of tl 
ecurities of any publie utility pany by Minnesota, because it a d 
re than 5 percent of the voting securities of its subsid Vv. the Sry 
Hence, SEC control over Minnesota’s participation in the ere n of a 
owned, public utility, generating company remains, even if S a 
d: but prospective partpers, under the terms of the bill, enid ‘ 
va by the havard of becoming holding companies under th 
nnesota is also subject to the jurisdiction of the SEC, under the S« 
f 1953 and the Securities Exchange Aet of 1054, nd of the Fede 5 
on under the provisions of the Federal Power ef 
company’s service area comprises the central and northern parts of easter 


R2 O00 


the company and 42,000 for the Superior Co Electrie service is supplied, 
v or indirectly, by the Minnesota Co. in all or parts of 1S counties in Minne 
The Superior Co, supplies electric service directly in the city of Superior 
ind immediate environs and indirectly, through other agencies, in parts 
r counties in northwestern Wisconsin Such are ( nprise n all s 
’ SCT] t 
ompany’s electric system is entirely terconnected and is integrated witl 
perior Co.'s s en Within the aren served by the eo iy e the three 
Minnesota iron ranges—the Mesabi, Vermilion and Cuvuna—from whicl 
eoapp ximately 1 hirds of all the iron ore produeed ji the United 
‘ The mines prod t] ified wit] 
ce 
Vay nd 
reg 
( roe ng 
produ 
( r Wrte 
« is TOAS 
f is 1! 
ele ad sof ( 
revtu 1 is 
ea for this eversal trend lit } nen ! | five hint 
nol 1] feasible hydroelectric tes in the co nit res 
been utilized and that the important echn rien] advances in e ck I 
ther l ele tri ] nants shhce World What IT have rent 1 re ‘ | 1 
f \ rh remarkable increase in ef? enev of therm pinnts : | 
) ht about by ( ng boiler yn yore ‘ made possible b 
Tite ! 1 cle elonmen { 14007 nad 1 (MIO nn } ? ay 
nd increasing boiler temperatures from at ximu of S00 to 1.000 
renheit For these and other reasa much large ts can ¢ 1 ( 
tructed aa 
! Mr. Scharff h previously testifie | l costs per k v 
roatin j Lit (j 1] yr fived | PeS, TAX fire ( nie 
! md mainte mecey) wi 1 to Se S 1 « ) 
in the form of rge) lants « init u of ri ( ieity S ‘ 








30S AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 


vings can be realized in all elements of annual costs As plant sizes and uni 
capacities are increased investment per kilowatt and operating manpower 
( reduced 
As Mr. Scharff has pointed out, the potential reduction in costs that can be 


ealized by building fewer plan with units of larger Capacity, runs as hig 


requirements per kilowatt ar 


as 32 percent in the case of annual operating costs and 30 percent in the eas 
f initial construction costs, in the bracket of installing one 100,000 kw. plant 
eu of 4 smaller ones 

The larger sizes render economical the use of higher pressures and tempera 
tures and the incorporation of certain refinements in the design, all of whicel 
tend to increase the overall plant efficiency In addition to reducing costs 
the fuel that must be burned, improved efficiency promotes conservation 
natural resources in that it reduces the amount of coal, oil, or gas that must be 

nsumed to produce each kilowatt-hour. 

However, the larger the plant the greater the initial capital investment require 
despite the lower unit cost and the increase in efficiency to be realized. At the 

esent time the lowest safe estimate of construction cost of a convention 


thermal plant is about $140 per kilowatt. This is based on the average of the 


lowest cost, high-performance plants in various regions (see: “Peaceful Use 
of Atomic Energy,” S4th Cong., 2d sess., vol. 2, p. 10). To take care of the est 
mated load growth of electric utilities through thermal generation in the reasor 


] 


ably near future a tremendous capital investment will be required 
} y, it seems self-evident that the pattern of the future in the pri 
duction of electric energy from steam generation plants, if the dictates of logi 


and sound economics are to be followed, must stem from the partnership actio1 
of existing, independent, local utilities, or the growth of giant, regional elect 
mpanies The latter course does not seem desirable or in aceord with the 


basic concepts of the Public Utility Holding Company Act of 1985 
Turning to the partnership route, we are confronted, at the outset, with the 
regulatory problem of the Holding Company Act As a company that lived 
under the statute for many vears, as a subsidiary of a registered holding com 
pany, Minnesota knows full well the daily problem of checking with its counsel 
void the possibility of a technical violation of the act in carrying out the 


st routine business tran 





As the committee knows, the act regulates virtually every phase of a regis 

1 of its relationships with its 

subsidiary, affiliate, and associate Companies. Added to the statutory basis of 

gulation are the Commission's rules and regulations promulgated under the 

of the Rules and Regulations comprises 61 pages 
act provides: 


rezistered holding company or subsidiary com 


tered holding company’s business, as well as all 





pany thereof * to negotiate, enter into, or take any step in the performance 
of any transaction not otherwise unlawful under this title, with any company 
n the same holding-company system or with any affiliate of a company in such 
holding-company system in contravention of such rules and regulations or orders 
regarding reports, accounts, costs, maintenance of competitive conditions, dis 
FI of interest, duration f contracts, and similar matters as the Commis 
‘ necessary or appropriate * * [Emphasis supplied. ] 
I s evident that under such bread language the Commission has authority 
be iin l ( f ( gulating transactions among companies 
same holding-company system It would be a very foolhardy lawyer 
undertook to ad i client what the legal limitations on the 
l some ture ¢ Imissi perhaps punitively mineded, would be 
Ir provision appears in section 12 (g) of the act with respect to af 
f Under the law anyone owning as little as 5 percent of the voting 
‘ f nui ntili company is iffilinte 
TI brings me to the point I wish to emphasize most strongly, and which, 
! k. I irgely been overlooked. The essence of the problem involved is not 
e weighing of ft] legree of the regulative burden, the denial or grant 


ns to specific companies, and their possible subsequent revocation 


letached and abstract manner of a law review article—but the subjective 

these questions of the corporate executive, who is faced with the 

f part ating in the ownership of a jointly owned generating company. 

tightly or wrongly, from the objective point of view, he may well refuse to take 
| r uneertain and the unknowr 

heliev« sa most fundamental consideration in determining whether 


‘the act will deter businessmen from entering into joint ventures 
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| 


ng the creation of subsidiary generating companies hany event, b 
fthese hnzards and uncertainties, it will be difficult, if not impossible, for Mim 
o enlist othe partners, 
i It therefore appears conclusive that the only solution is enactment by ¢ 
( of a bill such as S. 2645 
\I parthership arrangement contemplated by Minnesota would meet 
1 nd safegua provided by the bill because under any cl} rang 
Minnesota and its partner, or partners, would insist, f he ‘ 
) ecti that the sponsoring group own all of the voti { f 
erating Company 5 
Sound economics would dictate that the generating Compan) f 
ties be interconnected with those of the sponsors, and that its generatia 
int, or plants, be within economical transmission distances of the sponso 
t te ~ 
(3) The issuance of Minnesota’s securities is ‘ | 8) 
t to the Jurisaiction of the Federal Power Conn SSLOn un 
ture of Minnesota adopts legislation giving juris¢ tion over the . me 
ih securities, to a public utility commission ; and 
| rhe subsidiary generating Company, and any copartner utility, would 
wise be subject to Federal or State jurisdiction in connection with t 
ince of its securities 
ther the passage of the bill nor the organization of a subsidiary generating 
would in any way aifect the residual jurisdiction of the Secu 
Commission tha now remains under Minnesota eXe! 
I usion, it seems plain that it was certainly not the inte of Cor ( 
ie Federal regulation, indetinitely, over entirely local situatic 
be the case if Minnesota partie ipated in the creation of a joi ‘ t 
ne company The entire thrust of the Holding Company Act, and 
ve history, once the evils sought to be remedied by the law have beet 
ited——and this certainly was thoroughly ac omplished by the Ne 
kexchange Commission some years age is to place the function of elect 
egulation in the hands of local governmet1 and the Federal Powe 
( ! on 
4 


Mr. Porn. Perhaps I should interpolate at this point, in the light of 


tatement this morning, I feel somew 


hat like a lawvel AreuIne a 
m for rehearing. 

Senator Pasrore. Let me make this position clear for the record 

I] understand it. We are not passing nV © ticism Upon the 
eople who ure interested 1) section dD. But both the Sponsor OL the 
ind I as COSPOnsol have reached the conelusion that the two se 

ons ought not be related because they confuse. Maybe later on one 

8) Intere sted, wun Member of the Congress who is interested in 
e features that are contained in section 5, might feel that he would 
ce to introduce a bill alone that line. I think that we would do the 
miblic interest as Mr. Potter and I now see it ereat Injury f we 
onfused the elements of section 4 with the elements of section 5. 
Wesee them separated one from the other. They don't raise what we 
eel is the same spirit and the same substance, and while we are not 
uling out future action on section 5, we think it ought to be handled 
separate way. Personally, I have qualms about whether or not 
on 5 belongs in here, and I have reached the decision that it does 
ot because it will confuse this objective that we are try Ine to accom 
plish under section ‘. the development of nuclear power. The othe 
sa distinct problem all of its own. It may have its good points but I 
link it ought to be handled separately if it 1s Yong to be handled at 


+ 


+ 
} 


t¢ 
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Mr. Porn. The thought that T had is that T hope there is a pos 
nlity of the sponsor and cosponsor reconsidering their position. — | 
inv event, if at some future time legislation of that sort is introduce: 
| uld think the record before this committee would be of value. 

I would like to continue with this brief oral presentation because 
1 nk there are 1 or 2 pon ts perhaps that have at least not beer elnaptia 
sized by previous witnesses before the subcommittee. 

Senator Pasrore. Yes. 

Mr. Poru. Initially, | think it may be helpful to give the con 

t ee, briefly, some tactual data relat ine to Minnesota Power & Liv! 

The company Isa holding company under the Publie Utility Hol 
he Company Act of 1935 by virtue of its ownership of the commo 
stock of Superior Water, Light & Power Co. Tlowever. the compa 
has filed a statement pursuant to section 3 (a) (2) of the act. whi 
exempts holding COM panes which are predominantly public utilit 
companies and whose Operations, as such, do not extend bevond thie 
state of organization and States contiguous thereto. 

To date, no action has been taken by the Commission with respe 
to the application. { nde the s atute the cCOmMpanys Is exempt, | 





reason of such filing in good faith, from the provisions of the a 


except section 9 (a) (2) thereof—this is of some portance, 


; 


This section would require SEC approval of the acquisition ol 
percent or more of the voting securities of any public-utiliiy cor 
pany——-which would also include a subsidiary generating company 
D\ Minnesota, because it already owns more than 5 percent of thi 
voting se urities of its subsidiary, the Superioi i 0. Hence, SE¢ CO) 


trol over Minnesota's participation—and any other company similarly 
situated—in the creation of a jointly owned, public-utility, generating 
( Ipally remains, even if S. 2643 1s passed, but prospective partner 


under the terms of the bill, would not be scared ofl by the hazard Oj 


DeCOMING holding companies under the act, and being required t¢ 
register. 

Minnesota IS also subject tO the jurisdiction of the Sle¢ J under the 
Securities Act of 1933 and the Secu ities Exchange Act of 1934. and 
of the Federal Power ( ommilssion unde the Federal Power Act. 

The company 1s, primarily, dependent on thermal electric venel 
ating stations, as distinguished from hydroelectric plants, for the 
| roduction of electric energy. Within the area served by the company 
lie the three Creat Minnesota iron ranges the Mesabi, Vermillion. 
and Cuyuna—from which originate approximately two-thirds of all 
the iron ore produced in the United States. 

The mines producing this iron ore are almost entirely electrified 

ith power purchased from the company. Likew is Be the large taconite 

rocessing plants now being constructed at a cost of hundreds of mil 
lions of dollars and requiring very large amounts of power are within 

company S service area. 

To take care of its expanding load, including these industrial re 
quirements, Minnesota will have to expand, considerably, its gener 
ating facilities over the coming years. Because of today *s costs, it 

shes to take advantage of the great savings, both im construction and 
annual operat ing’ costs, to be realized from large, high pressure, high 
temperature steam electric plants. 
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Senator Pasrore. On that point, Mr. Poth, there is a distine 
fe under No, 4, certain 


tween sections ” and | 1) that reoard., | —t 
tad 


panies making an economic Sacl fice 11) order to expend a cel 
ount of money ina research and development project which is pure 
peculative, and our best minds have said Hay not be economically 

The kind of a 


onal on a competitive basis for 15 or 20 years. 

roject that you are talking about is one where there will be an im 
diate economic advantage the minute It is established. 

Mr. Porm. Presumptively. 
senwtor PASTORE, Yes. Otherwise, they wouldn't Yet mto it. We 
already said that by the combination of a group of companies 
building a large plant there will be an economic advantage that 
I] be passed on to the consumer. If you didn't think so you wouldn't 
it. It is not research. ‘The building of a bie steam plant is 
anvthing. If 
profit Vou are 


‘ nto 
ofan the realm ot researeh, You are not resenrcehing 
pare researching anything at all it is how much more 
ne to make and how much of it is PON to be reflected in lower 
tes to the consumer. 
Therefore, how can you say there is any harm or inconvenience 
before the SEC and seeking an exemption if you ave entitled 


Mir. Porn. First, let me say this: My only point as to whether 
ere Was an Immediacy oft profit is that it Mav not come quite as 
You night be building for a future 


e tine all the benefit 


i 


( Kk ly perhaps as you suggest. 
4 vears hence and you would not be g 


dor 2 or 
mediately. 

Senator Pasrore. Isn't that an areun 
Ag Is that an areiument that carries so much weloht that vou 


ent to be made even before the 


] 
io] t to be even ‘a Statutory exemption, or is that an argument tliat 
hould be given consideration at an administrative hearing as to 


hether or not there ought to be an exemption / 

Mir. Porn. Senator 

Senator PASTORE. I don't believe we ought to get our lowle crossed, 
tuse then we are in trouble. 

Mr. Porn. I was not trying to advance 
wer to vour question, I think. as to the immediacy of benefit under 


that ns trouble, merely aa 


situation. 

Senator Pasrore. | have been told here by certain groups that we 
ont get into such projects if we have to come under the Public 
tility Holdine Company Act. I can’t subseribe to that kind of 

soning. If a combine of public-utility companies in the New 
Mngland area, from which I come, feel that by joining together they 
in build one huge generating plant in order to pass on an advantage 
toa consumer, why should they he afraid to vo hefore the SEC for 
in exemption’ So help me, I can’t understand it, unless they have 
something to hide. 

Mr. Porm, That is one thing I would like to pursue. precisely. In 
he case of Minnesota—let’s confine it for the moment to the company 
that Tam talking about— there is no real problem of that sort. Min 
nesota 1s now under an administrative exemption. As I pointed out, 
{ they went into one of these jointly owned subsidiary generating 
ittations the SEC would in effect have full power to pass upon the 
hole thing because of the requirement, under 9 (a) (2), of Minnesota 
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L\ ne to make il ipplicat on to and acquire the securities. But thi 
the important thing: The other partners—and there are a number 
f then n the Minnesota area not presently subject to the Holding 
{ Tipo y Let. and I believe several that never have been who are it 


@ same position as your industrial will say, “Minnesota, this is fine 
or you, you are aire: dy 1h) the mesnes or the tolls of the SEC, and 
re ‘thi would be a splendid thing if we could all vet together 
Bu e greater problem is on your system. We are rather a small 
fellow. You, Minnesota, will have to worry this out yourself. While 
» Thay not serve quite ua effi le ntly as we would otherwise, we don’t 
int to get under the SE¢ by coming in as your partner.” 
{ der S. 2643 the SEC would still be able to supervise the creatio1 
company, look out for the investo1 and eonsumer interests, but 
ie little fellow coming in as a partner with Minnesota, the existing 
ig company, would not be brought in and have to re@ister and 
inject to the full vramut of the act pius the hazards of ad grant o1 
(iC l Or subseque nt revocation of an administra ive exemption rathe 
tt fory One | it One particular point, Nir. Chairman. 
ould like to comment on. 
Senator Pasrore, That attitude is predicated upon lack of fait 
le system of gover! mental administrative agencies. After 
i we are eroing tO use nreasonablenes il the rule, and reason a 


eXceDLion, ou would he l olt. But how, my experience with all 


vernhie tal agents has been that any { me you can show ad good 
eC Vou oe relief although you do have the incor venience of possibly 
re a lawver, I don’t t] ink you would reue against that, 
Mr. P 
\l Porm, No, sir. I should hi pe not. 
senatol Pasir RE, Th il WoO wld be an Xpel 5e. q hen there are cel 


rep rts that you have to | le, and most of these companies have 
ecountants, tf ey have bookkeeping departments of their own. I do 
IAT AS A tremendon iInconvel lence, 
You cite a Cast before the Ski fs My evoodness Traclous, if Dixon 
Yates could get iway with it, what are you afraid of ? 
Mir. Porn. Without vetting into details of that, Senator, 1 do not 


} 
} 


now that they vot away with anvthing certainly 11) the SEC sense. 


Senator Pasrore, I think that they did. But that 1s apart from 
the point. Ido not want to be unduly critical of the SEC. But the 
Fey t of the matter is, let us have some faith in these governmental] 
iwencies to do ust 1 e, 

Mr. Porn. May I make one observation ? 

Senator Pasrore. Maybe once in a while they will YO ot! the beam 

if is ually they are right. At least they are dedicated people and | 


io not uy that anything that they have done is dishonest. intellee 
tually, morally, or otherwise. Maybe somethimes they are swayed 
by the politics involved. That may be the case. After all, this is a 
political Government in some respects. 

But apart from all that, I have found most agencies ready and 
willing to serve the public interest, and 99.44 percent of the time 
they do a good job. Once in awhile they slip as we all do. Congress 
makes mistakes, the committee makes mistakes, and I as a man, I am 
villing to say, make a lot of them. But the SEC is a good agency. 


You are entitled to an exemption in this particular case if you were 


ET 
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toapply. You would receive an exemption under the elements we are 
liscussing In section 6. You might say to me why doesn’t your argu 


nent apply to section 4. | know many persons in the back “s e roon 
ould ask me that question if they could. The answer to that is ve ry. 
very simple. Tlere the Government. is askine industrial companie 
hat are not in the utility business, maybe oe boile 
hich knew nothing about the Publie Utility Holdin pee Act 
nd were never under it before, to submit to its yur) sdi 

Phere you can appreciate a fearas toa type of su es ‘that the 
ive hot usually accustomed to. lf What they were vetting into meant 
\ profit, they night take that chance. But not soit oe they are or 
ting into means that they are golng to spen da lot of 1 loney In resea 
ndat best will get nothing tangible in return. 

Phere you can see a certain reluctance to get into it. In your 
i int see it. 

Mr. Porm. There is a physical difference certainly between a sec 
t iL) d section omen | et ne make thi obser\ iw1on : It is possible 
the case of a COMpany Mm the utility business that the adage of t] 
urnt child fears the fire, their feeling, emotional feeling, might ever 

tronger than an industrial company that las never been subje 
» regulatory restriction, 


senator Pastore. I have always found that iS proit mcrense, 
otions disappear. 
Mr. Porn. I think, though, that there is a certain correlation be 


tween the two, but at the same time I think Vou, COO, have also see 
he reluctance ot people to immerse themselves i reoulation, particu 


larly where the profit margin in a regulated industry is very small 
fter all, this cost of service proposition will go to the consume 
rimarily. 

Without belabe rine this further, as the hour ts vetting late, let me 
rake t two points : along this line. 

\s the committee knows, the act regulates virtually every phase of 
registered holding company's business, as we I] as all of its relatio 
ips uk tata Tusk: WiC Acai neste aincconmanion 

Added to the statutory basis of reaulation are the Commission’ 


iles and regulations promulgated under the aet. Phe current official 
opy of the rules and regulations comprises 61 pages. Further, 


on 12 (f) of the act pros ides: 
It shall be unlawful for any registered holding Company or subsidiary company 
ereof to negotiate, enter into, or take any step in the performance of 
hy transaction not otherwise unlawful under this title, with any company it 
the same holding-company system or with any affiliate of a companys 
lding-company system in contravention of such rules and regulations or ordet 
egarding reports, accounts, costs, maintenance of Competitive condition ails 
sure of interest, duration of contracts, and similar matters as the Com 


eels necessary or appropriate 

It is evident that under such broad language the Commission 
i) ithority to prescribe almost any sort of rule reoulating transaction 

mong companies in the same holding con Ipany system. 
i very foolhardy lawyer indeed who ll indertook to § advise il chent Whit 
the legal limitations on the authority of some future Commi O 
perhaps punitively minded, would be, under this section. 

A similar provision appears in section 12 (@) of the act with respect 
to affiliates. As you know, under the law anyone owning as little 
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percent of the voting securities of a public utility company | 
inte, | 
| brings me to the point Tw sh to empha ze most stronaly, 

I thu . has lareely heen overlooked. The essence of the })1 
eC! volved 1s not t e obiect ve weloh no of the degree of the re 
ve burden, ft ie de al on orant of exemptions to specific compat 
| their poss ble subsequent revocation ) in the detached and 
tract) man ver of a law 1 vie urticle but the subjective ania 
) Ze subjectin » eaction to these questlons of the COPrDO! 

executive, who is faced with the decision of participating i 

ership of vn Tointly owned venerat he company. 

I] the other witnesses nin ive said, he may well refuse to take 

of the uncerta ind the unknow 
| e believe mo trongly isa very fundamental considerat 
lets nine whether the prot S10NS f{ the act, the Holding ¢ 

pany Act. will deter businessmen from enterine into jot venti 
vo] othe creation of su diary generat ng companies. 

In any evel because of these hazards and uncertainties, it will 
difficult for Minnesota to enlist other partners. 

| conelus Oh, If Seems pla n that it was certainilv not the inter 
of Congress to continue Federal regulation indefinitely over entire 
ocal situations. which is the ease of Minnesota. if we participate 


ention of } 10 ntly owned generating company. 
Phe entire thrust of the Tloldine Con LpAny Act, and its legislat 


ory, once the evils sought to be remedied by the law have bee 
elim ted—and this certainly was thoroughly accomplished by tl} 
SiC some vears ago to place the function of electric utility reg 
leat ig in the hands of local government and the Federal Powe 
{ ! ql 

Phank you very much indeed, Senator. 

Senator Pasrore. Thank vou, Mr. Poth. If I looked a litt] 

xious to von. there has been 1 quorum eall, 

Nha Porir. | understood that. 

Senator PAsrori Iam ixious to vet on the floor. I want to thar 


ou for comms. You made i. fine presentation for vour client. (){ 
COUPSe, hy virtue ¢ { the ob ePrvation made hy \Ir. Potter, much of 


\ 


\\ ] he Wy} the record fo. histo ic’ il purposes. 


(re there a vy other witnesses here who have been called either for 


oO sonst S. YO45/ Tlesnt ner none, We are adjourned Unt | HneNXt 


Thurs lay morning at. 10 o'clock. 


| Prep if 1:-O% p m.. the hearing was adrourned. to reconven 


it LO a.m., Thursday, May 24, 1956.) 








AMENDMENTS TO PUBLIC UTILITY HOLDING 
COMPANY ACT 


THURSDAY, MAY 24, 1956 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ‘TO CONSIDER S. 2648, 
Washington, D.C. 
Che subcommittee met at LO a.m. in room G 16, United States Cap 
Ol, the hono ible John A); Pastore presiding. 
Present: Senators Pastore | presiding ) and Potter. 
Senator Pasrore. The hearing will come to order. Our first wit 

this morning, we are very happy to have him here again, is J. 
Sinclair Armstrong, the Chairman of the Securities and Exchange 
( OMISSION. 

Before We beon | have already had a conference with Mr. Arm 
o, We have agreed that the statement that he has furnished the 
ynmittee will be included in its entirety in the record. He will cover 
e salient pomts of the matters under discussion. 

I think it 1s fair at this stage to remind Mr. Armstrong that the 
msor of the bill, Senator Potter, has already sugeested—and I con 
with him that section 5 should be deleted from the bill. 


ro 


Insofar as section 4 is concerned, it Is nereed that it should be modi 
ed tothe extent that the exemption, if itistobea statutory one, Wo ld 
for a delinite period, and that it be confined to research and develop 
ent inthe field of nuclear energy for electric power, and that it would 
e contined to that group of companies that eneage in this activ ity on 
nonprofit basis, 
With that im mind, \ir. Armstrong, if you will cover those salient 
points as to how the SEC feels about them in the heht of the rest of 
ie record, we will be happy to hear you. IT want to say that we 
ppreciate your cooperation in allowing the members of your stat! to 
follow these hearings so that the rebuttal can be thus confined to the 
hts before us. 


STATEMENT OF J. SINCLAIR ARMSTRONG, CHAIRMAN, SECURITIES 
AND EXCHANGE COMMISSION; ACCOMPANIED BY THOMAS G. 
MEEKER, GENERAL COUNSEL; RAY GARRETT, DIVISION DIREC- 
TOR OF CORPORATE REGULATION; SOLOMON FREEDMAN, ASSIST- 
ANT DIRECTOR: AND J. ARNOLD PINES, BRANCH CHIEF, DIVISION 
OF CORPORATE REGULATION 


Mr. Armsrrone. Thank you, Senator Pastore. I might say for the 
record, if you will indulge me for a minute for that purpose, that the 


9 
O10 
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up yplem enti iy statement dat ed May 24. whic lh we sent over to you 
Ce nit le men tow: ae: the end of ye sterd: iv, is a document with respect ti 

hich under circular A-19 of the Bureau of the sudget we have re 
eived advice that there is no objection by the Bureau of the Budget 
to our submission of this sup pleme hntary statement to your committee 

We ap preciate your committee’s permitting this document, to be 
! troduced 1 in the » record of these proceedings. 

We have no desire to trespass upon the time of the subcommittes 
Our purpose is to render such advice and assistance to the congres 
sional committees as we can. In view of the observations that vo 
have made, ] believe that I will refrain from reading any of thi 
aocument, 

[ think I would just mention a point or two that occurs to me, using 
the document as a cuide. 

(The supplementary statement of the Securities and [xchangs 
(‘ommiussion on S. 2643 Mey be found in this transeript beginning at 
np. sl. 


Exe IVE OFFICE OF THE PRESIDENT, 
IUREAU OF THE BUDGET, 
Washington, 1D. ¢ Vay 29, 1956 


Chairman, Securittes and Hachange Commission, 
Washington, D.C 
Attention Mr. Thor :G. Meeker, 425 Second Street NW.) 
My IDrar Mr. ARMSTRONG Chis will confirm the informal advice given to M 


Meeker on May %2, 1956, that there would be no objection to the submission of the 
Commission’s supplemental memorandum on S. 2643 to the chairman of the sul 
committee of the Senate Comittee on Interstate and Foreign Commerce 
Sincerely yours, 
Rocer W. JONES, 
issistant Director fe Legislative Referens 


SUPPLEMENTARY STATEMENT OF SECURITIES AND EXCH A E COMMISSION ON SS, U4 
(S4ru Cone.) 


SUMMARY OF CONTENTS 


PartlI. Further comment on section 1 of the bill 


1) No member, or sponsor, of Power Reactor Development Co. (PRIM the 
reactor company in the Detroit Edison Co. project) will, by virtue of such men 
bership, become a holding company under the act unless the Commission shou 
declare it to be by order subject to appeal to a United States Court of Appeals 

(2) An order declaring a member to be a holding company could only be entered 
after a hearing and upon findings that 

(a) such member, alone or together with others, actually controlled 

PRDC, and 

(b) it was necessary or appropriate in the public interest or for the pre 
tection of investors or consumers that the act be made applicable 

83) Even if a member did hold 10 percent or more of the voting securities of 
PRDC (assuming memberships are securities for this purpose), an exemption 
under section 8 (a) (3) would presumably be available to any such member whic! 
is primarily an industrial company. 

(4) The Commission has not examined the corporate structure or accounting 
systems or other business affairs of industrial companies in determining whether 
such a company is entitled to an exemption under section 38 (a) (3). (See ex 
hibits A and B. which list all of the exemptions granted or denied by the Com 
mission under section 8 (a) (5).) 





(5) The Commission might find it necessary to limit a section 3 (a) (8) exem] 
fion to the re search and development phase 








' 
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6) A public utility company holding 10 percent or more of the voting securities 
i PRDC would not qualify for exemption under section 


3 (a) (3) but might 
jualify under sections 8 (a) (1) ors (a) (2). (These bases for exemption ure 


liscussed in part II]. Exhibits C, D, E, and F give complete lists of Commission 
ders granting or denying exemptions under sections 8 (a) (1) and 3 (a) (2) 
will be noted that Rochester Gas and Electric Corp., one of tl 
PRDC, is currenily doing business as a holding 
ons 3 (a) (1) and 8 (a) (2).) 


he sponsors ot 


company exempt under both 


7) A company which in good faith applies for an exemption under any para 
raph of section 5 (a) is exempt until the Commission orders otherwise (sec. 


S) An exemption under one of the first three paragraphs of section 3 (a) 

ites a status which historically has proved to be remarkably stable: the 
mission maintains surveillance over its exempt companies but has modified 
an exemption only once. (Long Island Lighting Co., 18 SEC 717 (1945).) 


9) PRDC may not be an electric utility during the research and developmer 


hase because of the possibility that the Commission could issue an order to 
hat effect, upon application, under the later sentences of section 2 (a) (3) 
se sentences state, in part: 
fhe Commission, upon application, shall by order declare a company operat 
gy any os facilities [for the generation, ete., of electric energy] not to be 
electrie utility company if the Commission finds that (A) such company is 
arily engaged in one or more businesses other than the business of an electri 
ty company, and by reason of the small amount of electric energy sold by 
company it is not necessary in the public interest or for the protection of 
estors or consumers that such company be considered an electric utility com 
for the purposes of this title, 
> * 
Che filing of an application hereunder in good faith shall exempt such com 
from the application of this paragraph until the Commission has acted 
neh appli ation 
* 
rhe Commission tnay by rules or regulations conditionally or unconditional] 
de that any specified class or classes which it determines to satisfy the 
litions specifiec in clause (A) * * * shall not be deemed electric utility com 
es within the meaning of this paragraph.” 
10) The Commission is presently studying the possibility of issuing an ap 
riate rule as authorized by the last sentence of section 2 (a) (38) 
11) For these reasons the Commission believes that there is no need for 
on 4 of the bill to expedite private development of atomic power. 
12) The Commission believes that an amendment limited to nonprofit cor 
itions during the research and development phase is also unnecessary 
| If such a limited sinendment should nevertheless be lopted, the C 
believes it should also provide that 
rhe exemption be available only upon order of the Cotmission and 
Inless and excepl insofar us the Commission finds the exempt 
t detrimental to the public interest or the interes investol ‘ 
bhi 
) The Commission e empowered to impose reasonable terms and 
dition in 
( The Commission be empowered to revoke. thre rder of exemption 
1 nel that the CUrcuMmstaunces Which gave rise te the ISSUED of t 
er, including the predominantly research character of the compan 
tl ‘ ] 
14) Even if such an amendment is adopted, the Commission does not believs 
© necessiry for the sponsors of the Detroit Edison project to avail then 
es of i 
IT. Further comment on section 5 of the bill 
l An amendment which would remove from the act a hydro generating 
ject totaling over S210 million of assets in its initial stages is substantial 
If the Federal Power Commission is correct in forecasting that such rge-s ( 


n 
nt projects are to be numerous, then the amendment would become f increas 
vy Mportance 
”) The Public Utility Holding Company Act provides for continuing juris 


tion over registered holding company systems and was not intended to exhaust 
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Exhibit J. The Comn on's statement of policy regarding preferred sti 
subje to the Public Utility Holding Company Act of 1935 (Holding Compar 
Act Release No. 13106) 
Exhibit K. Schedule of hearings and other formal acts in proceedings 
. to application by Electric Bond & Share Co. for exemption under sect 
> at} { ) 
I it L. Letter of May 8, 1956, from Mr. Charles Colt of Electrie Bond 
Sh Co. giving company’s views on reasons for postponements of hearings 
Exhil M. Letter of May 23, 1956, from Mr. Ray Garrett, Jr., Director of th 
‘or i ‘'s D m of ¢ | ition Regulation, in reply to Mr. Colt 
I { | ( S ON 4 OF THE BILI 
\t e of f the Commission’s Comments of February 7, 195¢ 
‘ wing facts, which have been disclosed to this Committee, were larg: 
! wn to the Commis Power Reactor Development Co. (P?RDC) 
np t cor] i Ol ed unae hie iws of Michigan for the purposs 
o} rue v d oj ting a faust neutron breeder react 
ere I bean eul ‘ ! tol the practicable and economical 
eur ¢ Y ‘ ene! n of electric energy PRDC wi 
ced by embership fee nd voluntary contributions of its members and 
rrowed funds Josve member will have one vote with respect to 
ke by PRDC 1 er what amount that member contributes 
mber recei ! income f1 Pipe wenty-six Companies 
iin UbLC-UtLlity panies and industrial Companies) have signified th 
te of becoming me ers of PRDC Accordingly, no member will have 
ft percent the ng power in PRDC 
rhe | l Llold ( ipany A designed to apply to any comp 
} I 5 1) \ pra The definition of a publie tility 
inv ited V sectiol , ) (9) to elther an electri WItyY COMpany as ¢ 
! ect 12a tility « pany as defined in section 2 1) 
In section 2 ) 1), Which defines holdi company, actual control is the u 
but the de j S erms of a prima facie or presumptive test, wl 
pplies ito ( \ I et by the Commissiot! and «a defacto test, wl 
pplies only upon appropi e ruling of the Commission after a hearing w 
ight of appea Section 2 (a) (7) (A) se out the prima facie test by defir 
ding company as one hich directly or indirectly Owns, Controls, or hold 
power to vote, 10 perce Ol ore f the outstanding voting securities ¢ 
( Conic { ‘ praurnic Which have indicated 
nte of becoming a ember of PRDC would be a holding Company unde 
‘ ! therefore the act ould not apply to them without p 
V the ¢ mimis 
ere is a inthe (yuu nvone will hold any voting securitie 
ale ed in sections 2 ! a) (17) The question must rem 
1 ecause neither the C the courts have had occasion to rule 
he quest If sucl ot a security for this purpose, th 
vi ibea dditio rr Ee members of PRDC would not be holding c 
aie defined in section 2 (a) (7) (A) 
The only manne! whereby the Commission could declare ri member of PRI 
holding company would be pursuant to the provisions of section 2 (a) (| 
| the act nd, under that section, the Commission would have to determine 
er tice and opportunity for hearing, that a particular member of PRDC, (a 
| Vv ol directly, exercised (either alone or pursuant to an arrangeme! 
derstanding with one or more other persons) a controlling influence ove 
‘ i ent or pe ies of PRDC and (b) it was necessary or appropriate 
e public interest ¢ * the protection of investors Or Consumers that sucl 
li¢ er C4 p v be subje to the obligations, ad ities and liabilities imposed I 
the act on holding companies. It is obvious that a finding of controlling 
‘ e could not be lightly made, 
RDC's rrangements are apparently not settled The Commission under 
Ss possi by annual contributions from tl 
deducti or tax purposes, assuming a suitable ruling by the Commissioner 
I Reven P ic Utility sponsors will presumably include these contributior 
ng expenses above the line, menning that they are recoverable out of rates pa 
me nd not deducted from the allowable return on capital Construction cos 
able by contributions will apparently be financed by bank loans, secured by 
Detroit Edison Co.’s contract to purchase heat or steam from PRDC. 
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Phe Commission would also have to find that tl ontrolling influence of 
company made it necessary or appropriate in the public interest or for 
rotection of investors or consumers that that cOmpany be subject to the 

es of a holding Company In Connection with the phrase in the publi ni 
st or for the protection of investors or Consumers, attention is called to the 
i of section 1 (¢) of the act which provide that all provisions of the 


ll be interpreted so as to meet the problems and eliminate the evils 


nerated in section lL (b) It does not appear likely hat the Commissio 

id find any of these evils in a situation where a umber of companies have 
ed together solely for the purpose of organizing a onprofit corporation the 
rpose of which was to undertake research and development work in the atomi 

r field 


Accordingly, it should be emphasized that none of PRDC wou 


atically bea holding comprny if this bill is no in addition, for 








Commission to declare one or more of such ¢ a holding com 
vould require a finding by the Commission interest or the 
erest of investors or consumers required the acts proles on Such a tindin 
uld of course be appealable to a United States court of appeals 
Kven if a member industrial company should come within the detiniti« 
a holding company under section 2 (a) (7) (A) of the act, there 
hanism for obtaining an exemption presently available to such a con 
Section 8 ¢a) (3) of the act provides that the Cominission “shall exempt 
holding company, and every subsidiary company thereof as such, from 
ovision or provisions of this tithe, unless and except insofar as it finds 
exelnption detrimental to the publie interest or the interest of investors ¢ 
ers if * such holding company is only incidental a holding co 
being primarily engaged or interested in one or more businesses othe 
the bu ess of a yy utility company and (A) not deriving, directly 
lirectly, any} rinl rt of its i ! fro. 1 me or more 1 i 
partie the yn pal busines ol whieh 4 hat of a public utilitv com 
\ * None of the industrial Companies is to receive any income fro 
cry o that the test in clause (A) would be satistied Further, the “inei 
test, Which as interpreted by the Commission requires Punetional re 
hip between the parent and subsidiary, would seem to be satishied during 
experimental phase of PRDC's activities So far as the lnless and except 
se is concernec, our previous remarks with respect to the meaning of ‘detri 
| to the public interest or the interest of investors or consume are 
ly applicable to this situation. No company involved in PRDC has asked 
n order under this section with relation to PRDC, and the Com Si 


not state in advance what it would decide in its quasi-judicial capacit 

e Commission's staff, however, advises that it would expect to recommend 
non the faets as now understood 

There is submitted herewith as exhibit A a list of every order which has 

nted an exemption pursuant to section 3 (a) (3) of the aet and, as exhil 


ist of every order which has denied an eer ptrion These show that 56 
ers have been entered granting an exemption and that 7 orders have beer 
tered denying an exemption. With respect to the 7 orders which have denied 
exemption as not satisfying the standards of section 8 (a) (8), the reasons 

such denial are given. ‘The denials were for reasons that would not see 
In applicable to any of the companies interested it becomming members of 
PRDC In view of the concern expressed that the Commission might inquire 


to the capital structure of the applicant ine 


I 


he capital structure of the industrial companies, it should be noted that 
bases for the denial vere for reasons other than the nature f the ca 

neture of the industrial companies, and indeed in none of the cases in which 
Commission granted a section 3 (a) (3 


exemption application did it inqu 


’ 
lustrial Company 


With respect to companies which are solely public-utility companies and wl 
interested in joining together to form a company which would produce ele 
power by nuclear energy, the act contains other exemption provisions which 

iv be available. 

Section 3 (a) (1) provides that the Commission “shall exempt any holding 
pany, and every subsidiary company thereof as such, from any ( nh 


ll 


Visions of this title, unless and except insofar as it finds the exemption det 


tal to the publie interest or the interest of investors or consumers, if 


ch holding company, and every subsidiary company thereof which is a pub 


ify company from which such holding company derives, directly or indirectly, 


T9O39N—H6 ay) 
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any material part of its income, are predominantly intrastate in characte 
carry on their business substantially in a single State in which such hol 
company and every such subsidiary coumpany thereof are organized 

In addition, section 8 (a) (2) requires the Commission to grant an exempti 
again subject to the “unless and except” clause, if “such holding company 
predominantly a public-utility company whose operations as such do not exter 
beyond the State in which it is organized and States contiguous thereto.” 

There is submitted herewith as exhibit C a list of every order entered whi 
has granted an exemption pursuant to section 3 (a) (1) of the act and 
exhibit I) a list of every order which has denied an exemption. <A total of 
orders were entered which granted the exemption and 5 orders denied the ey 
emptor! 

There is also submitted as exhibit FE. a list of every order which has grant: 
an exemption pursuant to section 8 (a) (2) of the act and as exhibit F a 
of every order denying the exemption under that paragraph. <A total of 29 order 
vranted the exemption and 9 orders denied the exemption. The reasons for eat 
denial are given 


Publie utility companies interested in helping to finance a nuclear resear 
project may not always be able to meet the requirements of sections 3 (a) 
and 8 (a) (2), although, as we have pointed out, it is immaterial whether the 
do unless one assumes that the research company is an electric utility unde 
the act and that each company acquires more than 10 percent of its voting 
securities. Where the nuclear generating corporation is predominantly a co! 
mercial enterprise, these exemptions would be available in an appropriate cass 

The mere filing for an exemption with the Commission does not confer jut 
diction upon it over the applicant Section 8 (c¢c) of the act provides, amor 
other things, that “the filing of an application in good faith under subsection ( 
by a person other than a registered holding company shall exempt the applicar 
from any obligation, duty, or liability imposed in this title upon the applicant 
as a holding company until the Commission has acted upon such application.” 

In addition, the Commission has promulgated rule U-2 whereby a compan) 
which believes it is entitled to an exemption under sections 8 (a) (1) or3 (a) (2 
may obtain an exemption by the filing of a relatively simple form and need not 
even file an application. There is submitted as exhibit G a list of every company 
that now is exempt by renson of filing that form. The list contains 43 names 
There is also submitted as exhibit H a list of every company which, at one time 
was exempt by reason of filing the form together with an explanation as to why 
each company no longer files the form. <A total of 56 names is on the tabulation 

The act in its present form contains safeguards prohibiting the revocatio 
of an exemption arbitrarily or summarily. The last sentence of section 3 (c) of 
the act provides that the Commission may revoke an order of exemption only if 
it finds “that the circumstances which gave rise to the issuance of such order 
no longer exist.” This means, of course, that the basic circumstances existil 
at the time of the granting of the exemption have materially and adversel 
changed. The finding could only be made after a full hearing with right of 
appeal to a United States Court of Appeals. 

During the entire history of the act the Commission has revoked an exemption 
previously granted under the first three paragraphs of section 8 (a) in only 
one instance—-that of Long Island Lighting Co., reported at volume 18, Securities 
and Exchange Commission, Decisions and Reports, page 717 (1945). The Com 
mission there pointed out that the change in circumstances was such that the 
continuance of the exemption would be detrimental to the publie interest 01 
the interest of investors or consumers (see 18 SEC at 722, 772) in that the 
financial characteristics of the holding company system deteriorated to the extent 
that there arose evils, not in existence at the time of the granting of the exemp 
tion, of the kind set forth in section 1 (b) of the act and which were required 
to he eliminated by section 1 (¢) 

The Commission maintains surveillance over the exempt companies. If. it 
learns that an exempt holding company is about to take steps which would create 
the risk that a question might arise with respect to the status of the exemption 
it advises the company of the possibility. In this manner, the Commission pre 
vents an exempt company from taking an irrevocable step which might require 
examination into the propriety of the continuance of the exemption 

The standards of section 11 (b) (1) of the act are applicable only to regis 
tered holding company systems. Companies which could qualify for exemptions 
with regard to PRDC would not have to register as holding companies. Assum 
ing that they are otherwise qualified for exemption, their ownership of gas prop 
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e et 


ties along with their electric properties would not 


stand in the way. The 
ders of exemption now enjoyed by 


such companies as Rochester Gas & Electrie 
( p. and Wisconsin Electric Power Co., Which hold memberships in PRDC 


, were 
anted notwithstanding the gas properties and 


hew orders could be granted to 
same effect. Generally the Commission has held that a holding company 
stem which operates both gas and electric properties need not be denied an 
emption under section 8 (a) merely because of this fact. ( See Northern States 
Power Co., Holding Company Act Release No. 12655 (1954) and Wisi onsin Klee 
ic Power Co., Holding Company Act Release No. 12917 (1955).) 
Chere are a number af companies interested 


in PRDC who are now fully 
ihject to the provisions of the act. One is 


a registered holding company and 
pare subsidiaries of a registered holding company. The effect of the bill upon 
ch companies was set out in the Commission’s Comments of February 7, 1956, 
| need not be repeated here 
If it be assumed that PRDC in the absence 


of administrative action by the 
mmission will be an electric utility company 


under section 2 (a) (3) of the 
and that the sponsoring companies would be 
PRDC, the act affords a method whereby these 


, 


~ (a) (3) provides: 


holding companies with respect 
consequences might be avoided 
section 
Phe Commission, upon application. shall by order declare a company operat 
iny * * * facilities [for the veneration, ete., of electric energy] not to be 
electric utility company if the Commission finds that 
rimarily engaged in one or more businesses other than the business of an elee 
ulliity Company, and by reason of the small amount of electric energy sold 
such Company it is not necessary in the public interest or for the protection 
Ivestors or consumers that such company be considered an electric utility 
pany for the purposes of this title, 


(A) such company is 


8 ’ + ae * * * 


The filing of an application hereunder 


in good faith shall exempt such com 
’ \ * * 


from the application of this paragraph until the Commission has 
ted upon such application 


a . * oo + * > 


rhe Commission may by rules or regulations conditionally or 
provide that any specified class or classes which it determines to satisfy the 
onditions specified in clause (A) * * shall not be deemed electric utility 
companies within the meaning of this paragraph.” 

The committee’s attention is directed to rule XIX of the Commission’s Rules 
of Practice which provides that any person desiring the issuance of a rule may 
lile a petition therefor with the Secretary of the Commission. 

Interested companies have not explored the possibility that the Commission 
might give favorable consideration to a petition under rule XIX looking toward 
the promulgation of a rule under the last sentence of Section 2 (a) (3) which 
would make clear beyond doubt that PRDC, as a member of a class of companies 
going atomic power research, would not be an electric utility under the act. 

Moreover, in the specific instance of PRDC and without the necessity of 
promulgating a rule, the sponsors of the bill have the right under section 2 (a) 
(3) of the act to file an application with the Commission for a specific order 
relating to PRDC declaring that company not to be an electric utility. A nuclear 
reactor company devoted primarily to research and development might well 
meet the requirements of clause (A ) of section 2 (a) (38), 

In this connection it should be noted that section 20 (d) 
among other things, the following : 

“No provision of this title imposing any liability shall apply to any act don 
or omitted in good faith in conformity with any rule, regulation, or order of 
the Commission, notwithstanding that such rule, regulation, or order may, after 
such act or omission. be amended or rescinded or be determined by judicial or 
other authority to be invalid for any reason.” 


The Commission and its staff are available to « 


liscuss the possibility of a suit 
able 


e rule or order with PRDC’s Sponsors. In the absence of a request | 
interested company, the staff has been dir 
mulgating an uppropriate rule. 

For all of these reasons there is no need of any 
nable groups of companies to 


unconditionally 


of the act provides, 


IV any 
ected to study the possibility of pro 


Statutory amendment to 
participate in nuclear power projects. It does 
hot appear that the obtaining of appropriate rulings from the Commission to 
avoid a holding company status during the research phase is an unreasonable 
burden upon private capital in this field. Of equal importance is the fact that 
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ng the a ni present form assure that the development of privat 
ear pow net it ime reestablish corporate relationships which ay 
i the publie interest and which the act is designed to prevent 
Phe com tee hi requested the Cotmission’s Comments on an amendment 
imilar to section 4 of the bill) but rantin the exemption only to nonprofit 
corporation nd only during the research phase of the project. We have noted 
that the Atomic Energy Commission has made a similar sugvestion in the test 
mony of Mr. Mitchell, its General Counsel. We do not see any need for ever 
wh a modified amendment since it is clearly possible to organize a private 
itom ) er project without subjectin ts sponsors to any unreasonable add 
tion regulatory burden, we do not believe that any useful purpose would be 
erved by any amendment in this area 
If the committee is neverthele of the opinion that some amendment is de 
calole Ve commend that the exe ption not only be limited to nonprofit co 
porations and to research projects but also that the amendment provide that 
1) ‘The exemption be available only upon order of the Commission and 
only unless and except insofar as the Commission finds the exemption not 
detriment to the publie interest or the interest of investors or Consume! 
The Conn n be empowers to impose rensonable terms and cor 
‘ s* and 
o Phe Commission be empowered to revoke the order of exemption if 
it finds that the reumstances which gave rise to the issuance of the ordet 
including the predominantly research Character of the company, no longer 


According to our analysis of the problem, it would not be necessary for mem 


bers of the PRDC project to avail themselves of such an exemption, but to make 
it available would not be ineon tent ith the principles of the act Such at 
eXxemplior vould also appear to be consistent with the suggestion of the Ator 


Energy Commission. 
Il. FURTHER COMMENT ON SECTIO » Ol Wk BILI 


Chere is nothing in the legislative history of the Public Utility Holding Cor 
pany Act which indicates that the act was not intended to apply to the type of 
ituation contemplated by section 5 of the bill, or, more specifically, to the Pacific 
Northwest Power Co.’s arrangements. On the contrary, there is abundant evi 
dence in the act itself that Congress intended that the act would apply in this type 
of situation and that exemptions would not be available unless the parent com 
panies could qualify under one of the exemptions in section 3 (a) 

The definitions in section 2 (a) clearly result in regarding as a holding company 


an operating electric utility company which owns 10 percent or more of the voting 


securities of a generating subsidiary. In section 2 (a) (35) “electric utility con 
pany” is defined to include any company which owns or operates facilities used 
for the generation of electric energy for sale In section 2 (a) (7) “holding com 
pany” is defined to include any company which owns 10 percent or more of the 
voting securities of a public utility company. And in section 2 (a) (5) “public 
utility company” is. defined to include an electric utility company. A company 


which otherwise comes within the meaning of “holding company” is not excluded 
imply because it is also an operating utility or because its subsidiary is solely a 
generating and transmitting company rather than a distributing company. Nor 

a company otherwise within the definition of holding Company excluded because 
it is one of several parents of a generating subsidiary, all of whom are also oper 
ating companies and who, collectively, purchase the entire output of the generating 
subsidiary 

The possibility that a holding company, as defined, might also be an operating 
company is contemplated by the exemptive provisions of section 3 (a), specifically, 
paragraph (2) of that section This paragraph provides for an exemption for a 
holding company if “such holding company is predominantly a public utility 


company Whose operations as such do not extend beyond the State in which it is 
organized or States contiguous thereto.” 
As the terms are used in the act, the requirement in section 8 (a) (2) that an 
plicant for exemption be “predominantly a publie utility company’ means that 
must be predominant in ‘rating Company as distinguished from its fun 


Op 
tions as a holding company Providing an exemption for a company which is 
thus predominantly an operating company necessarily implies that an operating 
company Which is also a holding company is intended to be covered by the obliga- 
tions of holding companies imposed by the act unless the operating holding com 


pany can qualify for an exemption under the provisions of the paragraph. 








AMEND PUBLIC UTILITY HOLDING COMPANY AC! 1935 ISD 


As stated in the Commission’s comments of February 7, 1956, sufficient evils o 
e sort enumerated in section 1 of the act, which in turn justify the regulation 
posed by the act, are possible even though a utilitv holding company may also 
an operating company and even though its subsidiary is only a jointly owned 
enerating companys On page 15 of those comments (Tr. S-1D1I), the Commis 
on illustrated by means of a table showing pro forma capitalization ratios based 
pon certain assumptions as to the financing of the Pacific Northwest Power Co 
project that the danger relating to the capitalization ratios in corporate structures 
well be present in such a situation. The importance of capitalization ratios 
nd the propriety of proportional consolidation as an analytical method are dis 
sed in detail in separate sections of this statement It is also possible that such 
enerating subsidiary may prove to be the basis for interlocks or intrasystem 
ansactions Which are unfair to the investors or consumers of one or more of the 
panes involved, or for concentration of control over the parent operating 
mpanies involved 
We do not mean to suggest that we could demonstrate on the basis of present 
ets that Pacific Northwest Power Co, would control its parents, but the danger 


t this might in the future occur is not fanciful. Pacific Northwest Power Co 


e substantially larger in terms of total assets than any one of its parents 
nd this will become increasingly true if all of the generating projects planned for 
e subsidiary materialize If there should be added to this the termination of 
he sponsoring companies’ contracts to take power from the Bonneville Powe) 
\ nistration, Pacifi: Northwest Power Co. might well become the primary 
ree of power for operating utilities over a vast portion of the Pacific Northwest 
on. Control of such a critical element in the system might well mean de facto 
over the nominal parents. Should this occur, we would have a re-crenatic 


uation clearly abhorrent to the act unless regulated under the standards of 


The history of the public utility industry has demonstrated that any holding 
entiality of abuse, even where the parent is also 
perating Company and even where the creators of the arrangement are men 
( otives and intentions are beyond criticism. The Public Utility Holding 
Company Act exists to prevent evils as well as to cure them, and therefore it 


xemptive provisions are carefully circumscribed and are neither automatic nor 


mpaunv arrancement raises po 


whent 

It is clear that not only was the act intended to cover the Pacifie Northwest 
Power type of situation but also that the exemptive provisions already available 

the act are sufficient to meet the reasonable needs of any companies desiring 

engage in such jointly owned generating projects. 

We ive already referred to section 3 (a) (2) and the exemption therein pro 

led. It will be noted that the act requires not only that the applicant be pre 
lominantiy an operating company, as distinguished from a holding company, but 

that ifs operations as an Operating Company do not extend beyond the State 

Which it is incorporated and States contiguous thereto. Two of the sponsors 
of the Pacitfie Northwest Power Co., namely Pacific Power & Light Co. and the 
Montana Power Co., would therefore be necessarily disqualified by reason of their 
neorporation in Maine and New Jersey, respectively. 

An exemption in this type of situation might be available under section 3 (a) 
(1). As previously noted, section 4 (a) (1) provides an exemption if a company 
und any utility subsidiary from which it derives a material part of its income are 

predominantly intrastate in character and carry on their business substantially 
ina single State’ in which both the company and the subsidiary are incorporated. 
Whether the generating subsidiary would have to be located and incorporated in 
the same State would depend upon whether the parent derived a material part of 
its income from the subsidiary. For example, in the case of Commonwealth Edi 
on Co., referred to in the Commission’s testimony of April 17, 1956, the Commis 
lon granted an exemption under section 8 (a) (1) because, although the gen 
erating subsidiary is incorporated in another State, the Commission found that 
the parent did not derive a material part of its income from the subsidiary, after 
eliminating sales to the parent (28 SEC 172 (1948) ). 

\t least some of the sponsors of Pacific Northwest Power Co. would presumably 
not qualify under section 8 (a) (1) because they are either not intrastate in their 
own Operations or are incorporated out of State. But, looking to other hypotheti 

il projects, a sponsor might be able to take advantage of this exemption where 
it was predominantly intrastate itself and received no income from the generat- 
ng subsidiary, even though the generating subsidiary itself was out of State and 
ess than wholly owned. 
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oe 


Phe effect of sections 3 (a) (1) and (2) is to provide in the general situati 
envisioned by section 5 of the bill that an exemption by Commission order 
ivailable if (1) the situation is predominantly intrastate, or (2) the parent oper 
ates In contiguous States and remains predominantly an operating company, an 
the parent is incorporated where it does business and not in some other Stat 
One or the other of these provisions should adequately serve the reasonal} 
exemptive desires of prospective participants in jointly owned generating projects 

\ssuming the objective requirements of one of the paragraphs of secti: 

(a) are met, the Commission's authority to grant an exemption is nevert] 
less liimted by the provision that it grant an exemption “unless and except 


sofur as it finds the exemption detrimental to the public interest or the inters 


of investors or consumers.” This provision means that the Commission cant 
vrant an exemption solely upon a showing that the objective requirements ha 
been met The Commission must also examine the situation to determi 
whether there is any other element which would result in an exemption’s bei 
detrimental to the public interest It also means that an exemption und 
section 3 (a) (1) or (2) need not and, in appropriate cases, should not be fro 


all provisions of the act but may rather be limited only to certain provisions 
conditioned upon the meeting of certain requirements 

In applying this “unless and except” clause, it is settled by Commission d 

sions that the Commission will examine carefully the corporate structure 
the applicant as to unnecessary complexities, equitable distribution of votin 
power, and reasonable capital structures It is equally well settled that tl 
Commission will not require that standards of integration be met. As pointe 
out above, this means, among other things, that an electrie utility applicant w 
not have to get rid of its gas properties, if any, to qualify for exemption. 
Section 5 of the bill would depart from this pattern of exemption for ele: 


ty companies desiring to join in jointly owned generating projects in t} 


1) The situation would not have to be substantially intrastate, nor wou 
the parent operating Companies have to be incorporated where they 
HDUSINESS, 

(2) The relative size and revenues of parent and generating subsidia 

would be immaterial, 

>) The exemption would be automatic so that the parent would not have 
to meet the act’s standards as to public interest or the interest of investors 
or consumers. 

his section of the bill would also depart from the present statutory patter: 
by eliminating from application to this situation the provisions of section 3 ( 
where it is so stated: 

“Whenever the Commission * * * finds that the circumstances which gave rise 
to the issuance of such order [of exemption under section 38 (a) ] no longer exist, 
the Commission shall by order revoke such order.” 

Although a company Claiming an exemption under section 5 of the bill would 
legally have to continue to conform to the provisions of that section, there would 
nevertheless be no orderly procedure whereby the Commission could by it own 
order revoke the exemption on a finding that the provisions were no longer 
met 

The Commission believes it unwise to depart from the present statutory treat 
ment of the situation involving jointly owned generating subsidiaries. Ws 
believe that the present requirements of section 38 (a) (1) and section 8 (a) (2) 
are salutary in their limitations. We believe further that it is beneficial for 
nh exemption applicant to have to suffer examination under the ‘‘unless and 
except” clause: and we further believe that it has a wholesome effect for ex 
empt companies to be subject to termination of their exemption by administrative 
process where their future actions might lead them beyond the circumstances 
which originally justified that exemption. 

We would like to emphasize in this regard that the Commission does not 
dispute the statements by the Chairman of the Iederal Power Commissio1 
as to desirability of larger, more efficient power plants at favorable sites 
and the Commission realizes that frequently private industry will be able to 
finance and utilize such plants only through joint sponsorship by several operat 
ing electric utilities As was stuted in the Commission’s comments of February 
7, there is nothing in the act which would prohibit the construction of such proj 
ects provided the sponsors are willing to comply either with the reasonable ex 
emptive provisions in the act or with its beneficial regulatory standards. 

In fact, the forecasts of the Federal Power Commission serve to emphasize 
the scope of the amendment proposed by section 5. The amendment is a sub- 





lefined in section © 
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antial departure from the act in the present circumstances, involving as it 
es hundreds of millions of dollars and a vast combined service area If this 
ype of project is the pattern for the future development of economical generat- 
capacity in this country, the gap proposed in the act’s application will come 
ippear as a major departure from the beneticial principles established by the 
t's adoption and successful administration. 
Chere is an important distinction between an exempt company and a registered 
mpany under the act as it presently exists. A company which enjoys an 
ler of exemption under section 5 (a) is not a registered holding Company as 
phrase is used in other sections of the act and, as has been seen, such an 
lated by the Se 


ies and Exchange Commission. It matters, of course, in any particular case 


pt company cannot reasonably be regarded as being regu 


her the order of exemption is virtually complete or limited to exemption 
from certain sections of the act Assuluing it is complete, however, the 
pt company enjoys complete freedom from all requirements as to filing of 
rts, accounting, issuance of securities, and to a large extent with regard 
icquisition of securities, unless and until the exemption is terminated under 
tie > (c¢) as quoted above. Nor, as previously discussed, is a nonrevistered 
inv ay plying for an exemption under section 8 (a) even required to com 
th the act while its exemption case is pending. Its exemption con 


es until the issuance of an order denying it under section 8 (©) 
Although the existence of the authority and duty of the Commission to ter 
nate an exemption under section 8 (¢) is important and should be preserved, 
ve already noted that it has been exercised only once in the history of the 
See our discussion of the Long Island Lighting Co. case in our further 
ment on section 4 of the bill.) 
We believe therefore that exemption under section 8 (a) by Commission order 
s a status of importance and durability provided the exempt company 
es not change its circumstances adversely to the provisions of the act. The 
ission has not and cannot grant or terminate exemptions under the act 
h mere whim. 
We have appended as exhibits lists of industrial and publie utility companies 
joying exemptions under the first three paragraphs of section 8 (a). A few of 
e larger operating utility companies which have long existed successfully 
der exemptions based upon sections 8 (a) (1) or (2) are Consolidated Edison 
of New York Ine., Philadelphia Electric Co., Commonwealth Edison Co., 
Pacific Gas & Electrie Co Most of these exemptions are of long standing 
Section 5 of the bill would not exempt the securities of the members of the 
tic Northwest Power group from the Securities Act of 1953, the Securities 
hange Act of 1954, and the Trust Indenture Act of 1989, all of which are also 
Iministered by the Commission, but this fact is not relevant to the merits of 
{ ». None of these acts is concerned with the substance of a public utility 
mpany’s financial or corporate arrangements. 
ie first two acts, insofar as they aifect issuers, are primarily devoted to 
ecuring adequate disclosure of facts relating to securities. The Securities 
hangve Act of 1934 does go further in subjecting the issuer of securities listed 
a registered exchange to the Commission’s rules governing the solicitation of 
kholders’ proxies. We note that two of Pacific Northwest's sponsors, namely, 
fic Power & Light Co. and Portland General Electrie Co., are not governed 
these proxy rules because they have not listed their securities. If these com- 
hies were to become registered under the Publie Utility Holding Company Act, 


they would become subject to the proxy rules despite the absence of listing. 


The Trust Indenture Act is concerned only with the relatively narrow field of 
ertain provisions in a trust indenture accompanying an issue of debt securities. 
These three acts were adopted to serve purposes different from those served by 
Public Utility Holding Company Act of 1935, and they are not substitutes 


r that act 


II. SCOPE OF REGULATION UNDER THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 


} 


OWS j and $ 
lhe regulatory features of the Public Utility Holding Company Act of 1935 
ecome applicable to a company only if it is or becomes a holding company as 
2 (a) (7) of the act and registers as such pursuant to the pro- 
ns of section 5 (a). If a holding company does not apply for an exemption 


ursuant to the provisions of section 8 (a), or register under section 5 (a), then 
ection 4 (a) makes it unlawful for such holding company, directly or indirectly, 














r thir to sel] Ml O1 nuts red gas or electric e1 
te ate mumerce; (4b) employ the use of the mails or any instrumenta 
of interstate Commerce to engage in the performance of any service, sales, 
construction Contract for, or the sale of goods to, any public-utility company 
holding company; (c¢) distribute or make any public offering of any security 
such holding company or of any subsidiary or affiliate thereof; (@) use the 
( auy instrumentaiil of interstate commerce to negotiate for the acquisit 
f any security or utility assets of any subsidiary of such holding company or 
Y pubiic-utility Company ( engage in any business in interstate Commer 
‘ (f) own, control, or hold with power to vote, any security of any subsidi 
( i y thereof that doe ! ot the reg y acts 
on ¢ 
sect n6 1) of the 1 vic that, unless the Commission permits a d 
tion to be e effective under section 7, it shall be unlawful for any registers 
holding cor i! or subsidiury thereof to (a) issue or sell any security of 
ny b) ercis y privilege or right to alter the priorities, pref 
ences, voting power, or other rights of the holders of an outstanding security 
c} oOmpany Section 6 (b) pi ides certain exemptions from the provi 
of section 6 1) Amor wh exemptions is one whereby the Comimissior 
required ubject to such terms and conditions as it deems appropriate i 
pub nterest or for tl rotection of investors or consumers, to exempt the 
nd sale of any security ny subsidiary company of a registered hold 
company if the issue and e of such security are solely for the purpose of fin: 
ing the business of ch subsidiary company and have been expressly authorize 
by the State commission of the State in which such subsidiary company is org 
ed and doing business 
S 
Si n 7 ! ins tl S with respe { the ~ e or sale of ag 
re red holding pal oO! ibsidiat there Generally, the secu 
‘ elthe 
! Co stock i par value and being without preference 
dends over, and having at least equal voting rights with, a 
Star g security of t1 Sue 
) a bond secured by a first lien on the vsical property of the issue 
) A guaranty of, or assumption of liability on, a security of anoth 
ee win 0 
is to be issued or sold solely for the purpose of refunding a securit 
of the issuer or for the purpose of effecting a merger, Consolidation, or othet 
reorganization: 01 
is issued for the purpose of financing the business of the issuer as 
} He-utiity company ; 0 
f) is issued solely for the purpose of financing the business of the issuer 


when it is neither a holding coinmpany nor a public-utilitv company ; o1 
7) is for necessary and urgent corporate purposes of the issuer where the 
requirements of issuing either a common stock or a first lien mortgage bon« 
ould impose an unreasonable financial burden upon the issuer 
In addition, the Commission may not permit the issue or sale of a security 
a the security iS not rensonably adapted to the see urits structure of 
the issuer and the other companies in the same holding Company system ; or 


(4) the security is not reasonably adapted to the earning power of the 


(c) The financing by the issue and sale of the particular security is not 


necessary or appropriate to the economical and efficient operations of a busi 


ness in which the issuer lawfully is engaged or has an interest: or 





1) the fees and commissions with respect to such issue or sale are not 
reasonable: or 
(e) in the case of a security which is a guaranty of a security of anothe 
company, the circumstances are such as to constitute the making of such 
guaranty an improper risk: or 
(f) the terms and conditions of the issue and sale of the security areé 
detrimental to the public interest or the interest of investors or consumers 
Ntatements of policy regarding first mortgage honds and pre ferred stock 
In connection with the administration of sections 6 and 7, the Commission has 
evolved certain standards with respect to the terms and provisions of first mort 
gage bonds and preferred stock of public-utility companies. As a possible aid 











+} CO} tee we hive ittached, as exl ts I ad.d.- i ‘ peut \ 
ele 13105 and 13106, both adopted February 16, 1956, which « 
( 1 ents Of policy 
rhe stateme f po vith respec 0 first mo} e bonds m ( 
fi | denture including provisions re¢ l 
| I nanee of add onal bonds on bo wie Te yt ert ( ev? 
>) Sinking or improvement tTund for e increase t se rity ¢ \ 
ent of bonds 
,) Retirement or replacement of bonded property 
1) Ds iration of dividends 
‘ en vith respect ( O pr hes } 
1 for corporate charter In gy } VISIO} gardil 
] I er of preferred del » elec ra t hen 1 f< 
») | lan f note lehbentures. « th eC ed « 
Ty ' ! ( ! ( I { | 
Right « preferre ck a 0 ( ! ( 
il ‘ 
R f pr ed I ! ‘ ; : 
1 
I fer | k whe 
1( i ! reg I ed I 
| I) ine 
ar ! les for cel 1! s ptions fre e 1 ‘ ( 
\ ( ( ONE mivVe Dreosy me wl ‘ Os ( 
7 }] } “tf i¢ ( ~ al ! rove ti¢ Sif 
f ti V assets l vclalit ie I} ‘ he ¢ 
l red i SI ( ht S10 approve ! ( ‘ ! | 
1 conpany of sec es of its subsidiary public ity comy 
i ( thi thie . \ il iit or ¢ I 
\ i COTE | uch S 
/ 
~ }  «% l hie tnndare \ ch ilist ( ! \ e ¢ 
‘ lV grant ipplication with respect t he acquisitic f securitie 
tv assets, or any other interest in any busine hus, the application cannot 
g ed if the Co1 sion finds that 
a) the wa juisil Wi end toward interlo i ye ) ] ps or co 
hn of col f public-utility companies of kind in extel | 
ntal t the public interest or the interest of in tors or consume or 
(b) the consideration, including all fees, Commissions, and other remune 
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e) the acquisition will unduly complicate the capital structure of the 
holding company system or be detrimental to the public interest or the in 
erest of investors or consumers or the proper functioning of such holding 
company system. 
Furthermore, the Commission may not approve an application with respect 
Oo securities or utility assets of a public-utility or holding Company unless it 
nds that thre ACQUISITION Wi l serve the publi Interes 1 tending toward ne 
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Section 11 


Section 11, which was described by the Senate Committee on Interstate Com 


merce of the 74th Congress as being the very heart of the act, provides in section 
11 ¢(b) (1) that each registered holding Company shall normally be limited to 


the control of a single integrated public-utility system, such other businesses 
is are reasonably incidental to the operations of such single integrated system, 
ind such additional systems as may qualify as retainable under certain stringent 


iditions. 
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Section 11 (b) (2) provides that the Commission shall require each registere 
holding company and each subsidiary company thereof to take such steps 
shall be necessary to insure that the corporate structure or continued existence 
of any Company in the holding-company system does not unduly or unnecessari 
complicate the structure, or unfairly or inequitably distribute voting power 
among security holders, of such holding-company system. In addition, no hold 
ng-companhy system may contain a pyramided structure whereby there wou 
be more than three tiers of public-utility or holding companies 
Section 11 (d) provides for the appointment by a court, upon application of 





the Commission, of a trustee to enforce compliance with any order issued undet 
section 11 (b) 
Section 11 (e) provides that a registered holding company or its subsidiary 
ay file a plan to effectuate compliance with the provisions of section 11 (b) and 
ipproved by the Commission, 1 v be enforced by a court 
Section 11 also provides for the approval by the Commission of a plan of re 
rganization where a court of the United States has appointed a trustee for ao 
recistered holding company or subsidiary thereof. Further, unless approval o 
the Commission is given, it shall be unlawful for any person to solicit a proxy 
et of any reorgunization plan of a registered holding company or sub 
sidiary thereof. 


Section 12 


Section 12 (a) prohibits a holding company from borrowing or receiving 
extension of credit or indemnity from any public-utility or subsidiary compat 
in the same holding-company syste Other provisions of section 12 provide 

mong other things, that, unless approval by the Comiuission is first obtained 
(1) no registered holding company or subsid ary dia lend or in a 
manner extend its credit to or indemnify any company in the same holding 


company system (see. 12 (b) ) 

(2) no registered holding company or subsidiary thereof may declare 
dividend out of capital surplus or acquire any of its securities (see. 12 (¢) 

3) no registered holding company may sell any security which it owns 0 
ny public-utility company or any utility assets (sec.12 (d)); 

(4) no solicitation of the stockholders with respect to any security of 
a registered holding company or subsidiary thereof may be effected (s« 
12 (e)); and 

(9) no transaction between iffiiliates may be effecutated (sec, 12 (f) 
and 12 (g)). 
Section 12 (h) makes it unlawful for any registered holding company or sub 
sidiary to make any contribution in connection with the candidacy, nomination, 
election, or appointment of any person for or to eny office in the Government of 





the United States, a State or any political subdivision of a State, or to make any 
ntribution to or in support of any political party or any committee or agency 
thered 
Section 12 (i) makes if unlawful for any person employed or retained by any 
istered holding company or subsidiary to advocate any matter affecting any 


registered holding company or subsidiary thereof, before the Congress or any 
member or committee thereof, or before the Securities and Exchange Commis 
sion or the Federal Power Commission unless such person files a report with the 


Securities and Exchange Commission with respect to such activity. 
Nection 13 


Section 13 of the act governs the activities of service companies. In general, 

it prohibits any registered holding company from acting as a service company, 

nd also prohibits common officers unless the holding company pays their entire 

compensation Other provisions govern the type of services performed by sub 

sidiary service companies or mutual service companies, and provides that services 
shal be at cost, 


Section 17 (a) of the act provides that every officer or director of a registered 
holding company must file with the Commission a statement of the securities 
he owns of such registered holding company or subsidiary sompany thereof and 
periodically report any change in such ownership. In addition, section 17 (b) 


I 
‘¥ 


of the act provides that if any officer or director of a holding company purchases 
and sells any security of such registered holding company or subsidiary thereof 





' 


AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 391 


within any period of less than 6 months, any profit realized thereby shall inure to 
and be recoverable by the holding company or subsidiary in respect of the security 
of which such profit was realized. 

In this connection it may be noted that this provision is similar to the pro 
vision contained in section 16 (b) of the Securities Exchange Act of 1984 which 
pertains to companies which have 2 security registered on a national securities 
exchange. Two of the four companies particularly interested in section 5 of the 
bill, namely, Pacific Power & Light Co. and Portland General Electrie Co., have 
no securities registered on a national securities exchange and are therefore not 
subject to that provision of the Securities Exchange Act. In addition, as a conse 
quence, neither of these two companies is subject to the Commission's jurisdic 
tion with respect to its proxy rules. If either of the companies should register 

sa holding company, the provisions of section 17 (b) of the Publie Utility Hold 
ng Company Act and the Commission's proxy rules would become applicable to it 

Section 17 (c) of the Public Utility Holding Company Act prohibits any 

registered holding Company or subsidiary thereof from having, as an officer o1 
director, any director, partner, or representative of any bank, trust company, 
investment banker, or banking association or firm except as permitted by rules 
or regulations prescribed by the Commission. 


Section 20 

Section 20 (a) provides that the Commission may prescribe forms for the re 
porting by companies of information with the Commission and the items to be 
shown in the balance sheet, the profit-and-loss statement, and the surplus ac 

Wnts 

Hlowever, section 20 (b) provides that if the accounts of any company are 
prescribed under the provisions of any law of the United States or of any State, 

e requirements of the Securities and Exchange Commission in respect of such 
iccounts shall not be inconsistent with the requirements imposed by such law 
or any regulation thereunder. Accordingly, if any public-utility company not 

subject to the jurisdiction of the Commission under the Holding Company 

Act becomes subject to its jurisdiction in the future the Commission cannot re 

ire such Company to change its methods of accounting if its accounts are pre 
cribed by a State commission or the Federal Power Commission, 

With the above résumé of the scope of the SEC's regulation under the Public 
Utility Holding Company Act of 1985 in mind, it perhaps would be helpful to the 
committee to show how those regulatory provisions would apply to the Pacifie 
Northwest Power Co, situation. In this analysis it will be assumed that S. 26438 
is not enacted and that none of the four sponsoring companies would obtain an 
exemption under the provisions of section 8 (a) of the act. We shall first con 
sider the situation with respect to Pacific Northwest Power Co. itself and, there 
after, with respect to each of its four sponsoring Companies. 

Pacific Northwest Power Co. (“Pacific Northwest” ).—This company is organ 
ized under the laws of the State of Oregon and is qualified to do business in the 
States of Idaho, Washington, and Montana. It has obtained a preliminary per 
mit from the Federal Power Commission to construct a hydroelectric project on 
the Snake River, which is the boundary between Idaho and Oregon. 

Pacific Northwest would, when in full operation, be an electric-utility companys 
is defined in section 2 (a) (3) of the act. It is not clear, however, as to the 
exact point in time prior thereto when such status would attach. This would 
depend, in large measure, as to What is meant in section 2 (a) (38) by the phrase 
owns or operates facilities used for the generation * * * of electric energy. * 
There appears to be no precedent on this point and counsel for Pacific Northwest, 
by letter dated December 28, 1955, stated that, in their opinion, the company was 
hot, at that time, an electric-utility company. Assuming that, upon the obtain 
ng of license under section 4 (e) of the Federal Power Act, Pacific Northwest 
would then become an electric-utility Company, each of its four sponsors would 
simultaneously become a holding company. Assuming, further, that each of 
the four sponsors would then register as a holding company, Pacific Northwest 
would become a subsidiary of a registered holding company. 

As a subsidiary of a registered holding company, any security issuance or sale 
by Pacific Northwest would be subject to the provisions of sections 6 (a) and 7 
of the act. However, if a security issuance and sale was expressly authorized by 
the Public Service Commissioner of Oregon * and was solely for the purpose of 


2'The Oregon commissioner has jurisdiction to approve the issue and sale of securities by 


a publie utility operating within the State. See sec. 757.005 and see. 757.145 of the 
Oregon Revised Statutes. 
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financing Pacific Northwest's business, and SEC would be required, pursuant te 
he third sentence of section 6 (b), to exempt such issue and sale from the re 












juirements of sections 6 (a) and 7 subject to such terms and conditions as it 
deen ppropriate in the public interest or for the protection of investors o1 
onsul {sa term and condition to the exemption, the SEC would normally 
! t that if tatements of policy th respect to first-mortage bonds and pre 
ferred stock be complied with and that the competitive bidding requirements ol 
rule [ YO be followed 
If Pacific Northwest proposed to acquire any securities or utility assets or any 
other interest in any business, the provisions of sections 9 (a) and 10 of the act 
would be applicable, but if an acquisition of utility assets had been expressly 
authorized bv either the Publie Service Commissioner of Oregon’ or the Idal 
Nie Utilities Commission,’ the requirements of sections 9 (a) and 10 would 
not b pplicable If no emption with respect to the proposed acquisition were 
ivallable, then the standard f section 10 discussed above would be applicable 
\ Ll < moa na registered holding company sy em, ft) geographic inte 
gration standards and capital structure requirements of section 11 (b) woul 
me pp ible to Pacitfte Ne t! eST Insofar as the veogi iphic integration stand 
ds emt ed in section 11 (1 (1) are concerned, it would appear that 
ene! ! ) e the energy requirements of 
! ugiie I i eg! ar pt ic-utilitv syste 
1 ) ) A) would } istied ) it a ( 
( ‘ ned hie nda f 11 (b | 
efore probab not require the ¢ nembernme of he generating 
! ec 
| I ! 11 by) z } rned, since Pacific Northwest would 
i. t SEC could not, under t) lin itiens contained 
‘ tence f that subsection, require change in its corporate 
existence except f he purpose of fairly and equitably distributing 
oting power among it security holdet Whether or not some action would 
I quired this pu ! ould depend, « ourse, upon the capitalizatio 
f Pacific Northwest If ! over it were exerted through disproportionatel 
nvestment here \ ad be esent a t i set 1 | ! ection 1 ny (23) 
thie t—control of a publie utility company exerted through disproportionatelsy 
1] tment, and the SEC would require the company to take appropriate 
tion ( ite tha 


All the provisions of section 12 would be applicable to Pacifie Northwest 


The provisions of section 13 would not be applicable to Pacific Northwest sines 

vould not be engaged in the performance of any service contract or sales 
ntract as defined in sections 2 (a) (1S) or 2 (a) (19) of the act 

\ ! bsidiary of a registered holding company, the provisions of section 

17 (b) of the act would be applicable to it. Accordingly, any officer or director 


of any of its parent holding companies, who purchased and sold, within any 
period of less than 6 months, any security of Pacific Northwest, would be liable 

» the company for any profit on the transactions lurther, pursuant to the 
provisions of section 12 (e) of the act and rule U-61 promulgated thereunder, 
the proxy requirements of the Commission adopted pursuant to section 14 (a) 
of the Securities Exchange Act of 1984 would be applicable to the company. 

In addition, the provisions of section 17 (c) of the act would be applicable 
to Pacifie Northwest and, except as permitted by the provisions of rule U-—70 
mMlopted pursuant to that section, Pacitie Northwest could not have as an officer 
or director any person who is also a director, partner, or representative of any 
bank, trust company, investment banker, or banking association or firm. 

Since the accounting system of Pacific Northwest would be prescribed by the 
Federal Power Commission, and, possibly, by the Publie Service Commissioner 
of Oregon or the Idaho Publie Utilities Commission, its accounts would not be 
subject to any system of accounts prescribed by the SEC 

Washington Water Power Co. (Washington) Washington is ineorporated 
under th: laws of the State of Washington and furnishes electric service in 
Washington and Idaho and water and steam heat service in Washington. It 
also owns certain reservoir lands in Montana Through twe subsidiaries, 
neither of which is a public-utility company as defined in the Publie Utility 
Holding Company Act, the company owns certain lands at Priest Rapids, Wash., 


‘The Oregon commissioner has jurisdiction to approve the acquisition by a public utility 
of utility assets See sec. 757.160 of the Oregon Revised Statutes 
‘It is questionable whether the Idaho Commission has jurisdiction to approve the 


acquisition by a publie utility of utility assets. See sec. 61.901 of the Idaho Code. 
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and certain lands in Nex Perce County, Idaho, The company itself is a public 
utility company as defined in the act, and, in view of its ownership of 25 percent 
of the yoting securities of Pacific Northwest, would be a holding company, and, 
presumably, would register as such under section 5 (a) of the act. . 

Asa registered holding company, any security issuance or sale by Washington 
would be subject to the provisions of section 6 (a) and 7 of the act Since the 
company would not be a subsidiary of a registered holding company, there 
would not be available to it the exemption provided by the third sentence of 
section 6 (b). Accordingly, any issue or sale of securities would be required to 
satisfy the standards of section 7, and the Commissic n’s statements of policy 
with respect to first mortgage bonds and preferred stocks, as well as the com 
petitive bidding requirements of rule U-50, would be applicable to it. 

If Washington proposed to acquire any securities or utility assets or any othe 
interest in any business, the provisions of sections 9 (a) and 10 of the act would 
be applicable. If an acquisition of utility assets would be expressely authorized 
hy the Washington Public Service Commission ’ or by the Idaho Public Utilities 
Commission,® the requirements of Sections 9 (a) and 10 would not be applicable 
If no exemption with respect to any proposed acquisition were available, then 
the stundards of section 10 discussed above would be applic able 


As a registered holding company, the geographic integration and eapital 


i 

structure requirements of section 11 (b) would be applicable to Washington In 
so far as the geographic integration standards of section 11 (b) (1) are con 
cerned, Washington would be required to demonstrate that its electric operations, 
ogether with the electric operations of Pacific Northwest, conform to the stand 
irds of an integrated public-utility system contained in section 2 (a) (29) (A) 
of the act It also would be required to demonstrate that its own nonutility 
operations, as well as those of its subsidiaries, satisfy the incidental business 
( | iuses of section i (hy C3}. 

Insofar as section 11 (b) (2) is concerned, since Washington is a public 
tility company, the discussion set forth above with respect to the application 
of the standards of the subsection to Pacific Northwest would be equally appli- 
cable to Washington, 

As a registered holding company, all the provisions of section 12 would be 
applicable to Washington. 

The provisions of section 13 (a) would require the compensation of any 
common officer as between Washington and Pacific Northwest to be paid entirely 
by Washington. 

Since Washington would presumably not be engaged in the performance of any 
service contract or sales contract as defined in sections 2 (a) (18) or 2 (a) (19) 
of the act, the other provisions of section 18 would not be applicable to it. 

The common stock of Washington is registered on the New York, San Francisco, 
and Spokane Stock Exchanges. Accordingly, it is now subject to the proxy re- 
quirements of the Commission adopted pursuant to section 14 (a) of the Seeu 

ties Exchange Act of 1954. In addition, for the same reason, the provisions of 
section 17 (b) of the Hoiding Company Act would not impose any additional re 
strictions upon its officers or directors with respect to the purchase and sale 
of any security of Washington.’ However, section 17 (b) would extend these 
restrictions to trading in the securities of Pacitic Northwest. 

The provisions of section 17 (c) of the act would become applicable to Wash 
ington, and except as permitted by rule U-70 adopted pursuant to that section, 
Washington could not have as an officer or director any person who was also a 
director, partner, or representative of any bank, trust company, investment 
banker, banking association or firm. 

Since the accounting system of Washington is now prescribed by the Federal 
Power Commission and by the Washington commission and the Idaho commission 
its accounts would not be subject to any system of accounts prescribed by this 
Commission 

Pacific Power & Light Co. (“Pacifie’)—Pacifie is incorporated under the laws 
of the State of Maine and furnishes electric utility service in the States of Idaho, 
Montana, Oregon, Washington, and Wyoming. It also renders water service in 


*The Washington Commission has jurisdiction to approve the acquisition by a public 
service company of utility assets. See sec. 80.04.011 and sec. 80.12.040 of the Revised 
Code of Washington. 

®See note 4, supra. 

™The inside trading restrictions of sec. 17 (b) of the Publie Utility Holding Com 
pany Act are also imposed on officers and directors of companies whose securities are listed 
on a registered exchange by sec, 16 (b) of the Securities Exchange Act of 1934 
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Oregon and Montana; furnishes steam heating service in Oregon, Washington 
and Wyoming, and provides telephone service in Montana Through a sub 
sidiary, it owns 54 percent of the voting common stock of a company which fur 
nishes telephone services in Oregon. Pacific itself is a public-utility company as 
defined in the act and, in view of its ownership of 25 percent of the voting secu 
nities of Pacific Northwest, would be a holding company, and presumably, would 
register as such under section 5 (a) of the act. 

As a registered holding company, any security issuance and sale by Pacific 
would be subject to the provisions of sections 6 (a) and 7 of the act. Since the 
company would not be a subsidiary of a registered holding company and since 
it is not incorporated in any State in which it does business, there would no 
be available to it the exemption provided by the third 
Accordingly, any issue or sale of securities wonld be required to satisfy the 
standards of section 7; and the Commission’s statements of policy with respect 
to first-mortage bonds and preferred stocks, as well as the competitive bidding 
requirements of rule U-50, would be applicable to it 

If Pacific proposed to acquire any securities or utility assets or any other 
interest in any business the provisions of sections 9 (a) and 10 of the act would 
be applicable. If an acquisition of utility assets were expressly authorized by 
the Washington Public Service Commission,” the Idaho Publie Utilities Com 
mission,’ the Public Utilities Commissioner of Oregon,” or the Wyoming Public 


sentence of section 6 (b) 


Service Commission,” the requirements of sections 9 (a) and 10 would not br 
applicable.” 

If no exemption with respect to any proposed acquisition were available, thi 
standards of section 10 discussed above would be applicable to the acquisition. 

As a registered holding company, the geographic integration and = capital 
structure requirements of section 11 (b) would be applicable to Pacific. Insofar 
as the geographic integration standards of section 11 (b) (1) are concerned, 
Pacific would be required to demonstrate that its electric operations, together 
with the electric operat ions of Pacific Northwest, conform to the standards of al 
“integrated public-utility system” contained in section 2 (a) (29) (A) of the 
act. It also will be required to demonstrate that its own water steam heatin 
and telephone services, as well 
the “incidental business” clauses of section 11 (b) (1). 

Insofar as section 11 (b) (2) is concerned, since Pacific is a public-utility 
company, the discussion set forth above with respect to the application of th 
standards of that subsection to Pacific Northwest would be equally applicable 
to Pacifie. 

As a registered holding company all the provisions of section 12 would be 
applicable to Pacific. 

The provisions of section 13 (a) would require the compensation of any 
common officer as between Pacific and Pacific Northwest to be paid entirely by 


{ 


as the telephone service of its subsidiary, satisfy 


Pacifi Since Pacific would presumably not be engaged in the performance of 
any “service contract” or “sales contract” as defined in sections 2 (a) (18) or 


2 (a) (19) of the act, the other provisions of section 13 would not be applicable 
to it 

None of the securities of Pacific is registered on any national securities ex 
change. Accordingly, pursuant to the provisions of section 12 (e) of the act 
and rule U-61 promulgated thereunder. the proxy requirements of the Commis 
sion adopted pursuant to section 14 (a) of the Securities Exchange Act of 1934 
would become applicable to it. 

In addition, as a registered holding company, the provisions of section 17 (b) 
of the act would become applicable. Accordingly, any officer or director of 
Pacific who purchased and sold within any period less than 6 months, any of its 
Securities, would be liable to the company for any profit on the transactions 
Moreover, the provisions of that subsection would extend to similar trading in 
any securities of Pacific Northwest. 

The provisions of section 17 (c) of the act would become applicable to Pacific, 
and, except as permitted by rule U-70 adopted pursuant to that secion, Pacific 


8 See note 5, supra. 

® See note 4, supra. 

10 See note 8, supra. 

“Tt is doubtful whether the Wyoming commission has jurisdiction to approve the 
acquisition by a public utility company of utility assets. See sec. 64.304 of the Wyoming 
Compiled Statutes, 

The Board of Railroad Commissioners of Montana does not have jurisdiction to ap 
prove the acquisition by an electric utility company of utility assets. 
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could not have as an officer or director any person who is also a director, partner, 
or representative of any bank, trust company, investment banker, or banking 
association or firm. 

Since the accounting system of Pacific is now prescribed by the Federal 

Power Commission and by the various State Commissions of the States in which 
t operates, its accounts would not be subject to any system of accounts prescribed 
iv this Commission, 
‘Portland General Electric Co. (“Portland”’).—Portland is incorporated under 
the laws of the State of Oregon and furnishes electric service in that Stat 
fhe company is a public-utility company as defined in the act and, in view o 
ts ownership of 25 percent of the voting securities of Pacific Northwest, would 
he a holding company, and, presumably, would register as such under section 
5 (a) of the act. 

As a registered holding company, any security issuance or sale by Portland 
wotld he subject to the provisions of sections 6 (a) and 7 of the act. Since 
the company would not be a subsidiary of a registered holding company, there 
would not be available to it the exemption provided by the third sentence of 
section 6 (b). Accordingly, any issue or sale of securities would be required to 
atisfy the standards of section 7: and the Commission’s Statements of Policy 
With Respect to First Mortgage Bands and Preferred Stocks, as well as the 
competitive bidding requirement of rule U-50, would be applicable to it 

if Portland proposed to acquire any securities or utility assets or any other 
nterest in any business, the provisions of sections 9 (a) and 10 of the act would 

applicable. If an asquisition of utility assets were expressly authorized }y 
the public service commissioner of Oregon,” the requirements of sections 9 (a) 

d 10 would not be applicable {if no exemption with respect to any propose 
quisition were available, then the standards of section 10 discussed above 





L be applicable 
stered holding company the geographic integration and capital struc 
ture requirements of section 11 (b) would be applicable to Portland. Insofar as 
the geographic integration standards of section 11 (b) (1) are cancerned, Port 
land would be required to demonstrate that its electric operations, together with 
the electric operations of Pacific Northwest, conform to the standards of an 
‘integrated public-utility system” contained in section 2 (a) (29) (A) of the act. 
Insofar as section 11 (b) (2) is concerned, since Portland is a public-utility 
company, the discussion set forth above with respect to the application of the 
standards of that subsection to Pacific Northwest would be equally applicalle 
to Portland. 
\s a registered holding company, all the provisions of section 12 would he 
ipplicable to Portland 
The provisions of section 18 (a) would require the compensation of any 
cominon officer as between Portland and Pacilic Northwest to be paid entirely by 
Portland. Since Portland would presumabiy not be engaged in the performance 
of any “service contract” or any “sales contract” as defined in sections 2 (a) (18) 





2 (a) (19) of the act, the other provisions of section 13 would not be 
applicable to it. 

None of the securities of Portland is registered on any national securities 
exchange. Accordingly, pursuant to the provisions of section 12 (e) of the act 
ind rule U-61 promulgated thereunder, the proxy requirements of the SEC adopt 
ed pursuant to section 14 (a) of the Securities Exchange Act of 1934 would 
become applicable to it. 

In addition, as a registered holding company, the provisions of section 17 (b) 
of the act would become applicable. Accordingly, any oflicer or director of Pacific 
who purchased and sold, within any period of less than 6 months, any of its 
securities or any of the securities of Pacific Northwest, would be liable to the 
issuing company for any profit on the transactions. 

The provisions of section 17 (c) of the act would become applicable to 
Portland, and, except as permitted under rule U-70 adopted pursuant to that 
section, Portland could not have as an officer or director any person who is also a 
director, partner, or representative of any bank, trust company, investment 
banker, or banking association or firm. 

Since the accounting system of Portland is now prescribed by the public 
utilities commissioner of Oregon, its accounts would not be subject to any system 
of accounts prescribed by this Commission. 


See note 3, supra. 
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I \] | ( ‘ tit ‘ \ ~f , Hnv oO 
MINIDV ) LQ of the act w d 
1 j I che I ( ‘ a eXpressly hor 
e | | I ( S eq ‘ e f wx ‘y 
| if a I lie Is a i I ads¢ HWISS re 
( e ( | eX hn wWitl PS Pec fo any proposed 
‘{ ‘ were ( Cit ~ lod Issead G“bDOVe WoOULC te 
\ ( ered holding }): ne geo prdnie ntegratiol nd cay i 
ire eq men 0 ‘ 11 (b) would be applicable to Mon i 
I} far | yeograp egrat taundards of section 11 (b) (1) are 
‘ ed Mont i woul he eq ‘ 0 demonstrate that its electric operatious 
ether with tl C ope < of Pacific Northw conform. te , 
da BS OF il e¢ lie ] tilitv s in Co ained in sectio 2 1) 
A) of the ( It a W | required to demonstrate that its natura 
nut ed 2 syste sties the standards f the retention of addi 
nite 1 | ib it em contained in the proviso Clauses of section 
I | 1 SOM he 1 ed demonstrate that its steam heat, water 
ele } NeSSE ‘ the natural-gas production and transmission 
ess of C's d I es atisfyv the neidental business” clauses of 
11 1 
In so far as ction 11 (b 2 S mice! d,s ce Montana is a publi: util 
compa the discussion se f« | bove with respect to the application of the 
sti - sub t 1’ Northwest qd be equally applicable 
to Monta 
\ y ered ding « hie sions of etic 12 would be ay 
‘ M 
Che pro sof section 15 (Ca ould ve the compensation of any comme 
fti between Montal nd Pacitic Northwest to he 7 dl « ely by Montan: 
Since Mon a would presumably 1 be engaged in the performance of any 
ervice nti Siile Co? ~ defined n section 2B ¢n) (18) or 2 (a) 
1%) : ‘ the « er pr 1 ection 13 ould not be avplicable to 
The common stock of Montana is registered on the New York and San Fran 
cisco stock exchanges \ccordingly, it is now subject to the proxy requirements 
if the Cor sion adopted pursuant to section 14 (a) of the Securities Exchange 
Act of 1994 In addition, the provisions of section 17 (b) of the Holding Com- 
pany Act would not impose any additional restrictions upon its officers or direc 
irs with respect to the purchase and sale of any security of Montana. However, 





section 17 (b) would extend these restrictions to trading in any securities of 
Pacific Northwest 
The provisions of section 17 (¢) of the act would become applicable to Montana 
d, except as permitted under ru 70 adopted pursuant to that section, Mor 
gna could not have as an officer or direct inv person who is also a director, 
rt or representative of any bank, trust company, investment banker, or 
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Since the accounting system of Montana is now prescribed by the Federal 
Power Commission and by the Montana cominission and the Idaho commission, 
f 


ts accounts would not be subject to any system of accounts prescribed by this 
ommisston 


THE COMMISSION’S FINANCING STANDARDS AND THE IMPORTANCE OI 


LION RATIOS THERETO 


The statutory basis for the Commission’s concern, under the Publie Utility 


Holding Company Act of 1935, with capitalization ratios lies in sections 1 (b 

G (b), and 7 (d). In section 1 (b) Congress declared that “the national publ 
terest, the interest of investors in the securities of holding Companies and their 

i idiary companies and affiliates, and the interest of consumers of electri 
ergy and gus are or may be adversely affected” when, among other 
ng control of such companies is exerted through disproportionatels 
nvestment” (sec 1 (b) (3)) and “when nh any other espe there 
lack of economies in the raising of capital’ (see. 1 (Cb ) se 
directs that “all the provisions of this title shall be interpreted to meet the 
oblems and eliminate the evils as enumerated in this section.” 


As indicated in part IIT above, section 6 (a) requires all securities issued 
ered holding companies or their subsidiaries, not exempt under sect 6 
to be subject to a declaration meeting the standards of section 7 Among 

dards of section 7 (d) is the requirement that the Commission shal 

( it a declaration to become effective if it finds that “‘the security is no 
ohably adapted to the security structure of the declarant and other com 

lies in the same holding-commpany system: the security is not reasonably 

pted to the earning power of the declarant; or the terms and conditions of the 
or sale of the security are detrimental to the public interest or the interest 
estors or consumers.” 

As further pointed out above, section 6 (b) exempts securities issued by a 

sidiary which are solely for the purpose of financing the business of such 

sidiary Company and have been expressly authorized by the State commission 

f the State in which such subsidiary company is organized and doing business, 

uit this exemption is made subject to “such terms and conditions as [the Com- 


} 


l 


on} deems appropriate in the public interest or for the protection of in 
stors or consumers.” 

In its 10th annual report to Congress for the fiscal year ended June 30, 1944, 
he Commission stated (p. 99): 

‘A balanced capital structure provides a considerable measure of insurance 
rainst bankruptey, enabies the utility to raise new money economically, and 

oids the possibility of deterioration in service to consumers if there is a decline 
hn earnings.” 

Similarly, in a report for the SEC Subcommittee of the House Committee on 
Interstate and Foreign Commerce on the Publie Util ty Holding Company Act 
f 1935, dated October 15, 1951, the Commission stated, at page 27: 

‘An adequate equity cushion to absorb the vagaries of business conditions is an 
important attribute of a good security.” 

The enactment into law of the Publie Utility Holding Company Act of 1935 
was preceded by a long and detailed investigation by the Federal Trade Com 
mission of the publie utility industry, particularly as it was affected by the con 
rol exerted by the holding-company device. The holding-company device was 
ound to have exercised control over far-flung empires with disproportionately 
mall investment. The Federal Trade Commission, as a result of its study, 
found that the abuses of holding companies consisted, among other things, of 
“(1) Pyramiding companies owning or controlling the operating Companies for 
the purpose of enabling a minimum of investment to control a maximum of 
operating facilities, involving a greedy and highly speculative type of organiza 
on detrimental to the financial and economic welfare of the Nation” and * (14) 
Corporate organization which gives powers inconsistent with a just division of 
responsibilities and emoluments as between various groups or parties furnishing 
capital by loan or by contribution, either directly or indirectly by purchase, sue 
cession, or otherwise.” On the basis of these studies, Congress found that the 
utional public interest and the interest of investors and consumers were ad 


& Summary Report of the Federal Trade Commission, vol, 73—A, p. 62, Jan, 28, 1935, Do 
92, pt. 73—A, 70th Cong., 1st sess. 
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versely affected when control of subsidiary public-utility companies “is exerted 
through disproportionately small investment” (see. 1 (b) (38)). 
In Lleetric Bond and Share Co,, 118. ie. C. 1146, 1202 (1942), the Commission 





found that the voting securities of its subsidiaries owned by Electric Bond & Share 
} having a stated value of S53.337,600, was equal to only 1.S5¢ of the combing 
consolidated capital gation of SZ.SSQ.561,848 of its 5 subholding company systen 
In lnited Cor; mS. B.C. 854, 879 (1943), the Commission found that, after 
istment for arrearages on the prefererd stocks of United Corp., each $1 of thi 
book value of the common stock of United Corp. controlled $95 of the combined as 
ts of sul liary system companies. The Federal Trade Commisison, in its 
lies, also found other instances of pyramiding;: e. g., Corporation Securities ¢ 
of Chicazo hich was controlled by the Insull interests, had pyramidid contr 
til an investment of Sl in the common stock of Corporation Securities ¢ 
f Chiengo exercised control over about $2,000 invested in prperties of some « 
the operating companies at the bottom of the pyramid 
A cussion of pyramiding appears in the Comimisison’s tenth aunual req 
to Congress for the fiscal vear ended June 30, 1944, at 4 ss 8 to ST. AS the 





Commission pointed out therein, the pyramiding device resuited in the highly spe« 


ulative quality attached to the holding company securities through leverage kn 

as ading on the equity” or “the lifting power of other people’s money.” As 

re lit of leverage, small changes in the earnings of the underlying companies be 
me macnified into large changes in the earnings applicable to holding-compat 


securities ; during the 1929 boom, the profits thus appeared to be huge but whe 
the boom collapsed, levernaee worked in reverse and many holding companies 


ind their subsidiaries were forced to default on their obligations and to ce: 


dividend payments to stockholders. Other evils flowing from the corporate py: 
mids included the obstruction of local regulation of operating companies, the 
manipulation of accounts and finances, the diversion of profits or losses throug 
intercompany channels, and the like. 


\n extreme example of pyramided structures is afforded by the capitalization 
of Associated Gas and Electric Co., a holding company, which, prior to the passage 
of the Public Utility Holding Company Act, issued 8 classes of common stock, 6 
classes of preferred stock, 4 classes of preference stock, 24 classes of debentures 
(some of them convertible at the option of the company into equity securities), 
7 issues of secured notes, and 4 issues of investment certificates, as well 


Various warrants and right These securities rested on securities of underlyin 


(‘o. and its subsidiary, Associnted Gas & 





Klectrie Corp soa holding com y, eventuaily went into bankruptey and we 
cornaiiized under chapter X of the Bankruptcy Act and section 11 (f) of the 
Public Utility Holding Company Act of 1935. 

That the capital structures of many of the holding-company systems were il] 
equipped »withstand the rigors of any sudden decline in earnings is evident fron 
the following facts. rom September 1, 1929, to April 15, 1936, a total of 36 


public utility operating company subsidiaries of holding companies, with outstand 


ing securities in the hands of the public of some $445,000.000, went into bank 
ruptey or receivership. Sixteen additional companies, with about $152,000,000 of 
securities outstanding in the hands of the public, offered readjustment or exten 
sion plans after defaulting on interest payments.” Many other operating con 
panies escaped bankruptcy or receivership by deferring needed replacements 
stinting on maintenance, and by stoopping dividends on the publicely-helid preferred 
as well as the controlling common stocks. Of preferred stocks of operating sub 
sidiaries aggregating $1,658,777,000 (involuntary liquidation preference) at De 
cember $1, 1940, approximately $453,434,000 (or 27%) were in default, such ac 
eutnulated arrears amounting to $165,176,000 

As might he expected, because of the greater leverage factor present, holding 
companies were in even more distressed financial condition. From September 1, 
1929, to April 15, 1936, a total of 53 holding companies, with about $1,700,000,000 
went into receivership or bankruptcy. An additional 


of securities outstanding 








3 if 9,000,000 of outstanding securities, de 


23 holding companies, with about 








16Summarv Report of the Federal Trade Commission, vol. 72—A, p. 161, June 17, 1935, 
Doe. 92, pt. T2—A, TOth Cong., 1st sess 

7 Jn the Matter of Stanley Clarke, Trustee of Associated Gas and Electric Company, etc., 
»> SEC 748 (1948) 

8 Securities and Exchange Commission, Tenth Annual Report to Congress for the Year 
Ended June 30, 1944, p. 87. 

'Td., at p. 87: and report for the SEC Subcommittee of the House Committee on In 
terstate and Foreign Commerce on the Public Utility Holding Company Act of 1935, dated 


Oct. 15, 1951, at p. 10 
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faulted on interest and offered readjustment plans. The corporate income of 
nany of the holding companies was insuflicent to service both their debt securi 
es and preferretd stock, and arrears on the latter continued to mount, As of 


December 31, 1940, the registered holding companies had outstanding approxi 
mately $2,501,723,000 of preferred stock, of Which $1,442,158,0C0 (or 58%) Was in 
1 rears, the total arrears as of that date aggregating approximately $476,000,000 

Since 1935 the electric-utility industry had made very substantial strides 
towurd basic financial soundness. While improved economic conditions have, 
of course, provided a favorable basis for such development, and most industries 
have shared, to a greater or lesser degree, in the general prosperity which has 

eveloped since that date, it is clear beyond any doubt that the combined regula 
ry efforts of the Securities and Exchange Commission, the Federal Power Com 
sion, and the State regulatory Commissions have contributed materially t 
mproved financial health. The arrears on the operating Company and hold 

ing company preferred stocks Which existed at the end of 1940 have now all been 
eliminated ; some $1,107 million of electric-plant adjustments (i. e., writeups and 
ther inflationary items—account No. 107) have been eliminated trom the electric 
it y-plant accounts, and approximately $517 million of electric-plant-acquisi 
on adjustments (account No. 100.5) have been or are being amortized or othe 
vise disposed of ; depreciation reserves have nearly doubled in terms of percent 

e of ulility-plant account; the proportion of outstanding long-term debt to net 


ity plant has substantially decreased ; corporate structures have been substat 


lv simplified and unnecessary corporate entities have been eliminated; and 


al investment in Common stock equity has been materially increased as a 
suit of reorganizations, equity contributions by the parent, sales of equity 
urities, and the like. 

\s at the end of 1954, on the basis of the aggregate of the balance sheets of all 

A and class B privately owned electric-utility companies in the United 

tes (as classified by the FPC), the composite capital structure was as follows 

ne-term debt, 50.4 percent; preferred stock, 12.4 percent : and common stock ane 

plus, 37.2 percent. The composite percentage of long-term debt to net utility 

was 52.6 percent. The composite percentage of reserve for depreciation to 

eross utility plant was 18.9 percent. The composite annual depreciation accrual 

te amounted to 2.2 percent of gross utility plant. Similarly on a composite 

isis, income deductions were earned (after taxes) 3.89 times, while income 
luetions plus preferred dividend requirements were earned 2.85 times. 

It is interesting to note that whereas in 1935 the electric and gas utilities sub 
ject to the Publie Utility Holding Company Act earned their income deductions 
plus preferred dividend requirements an average of 1.25 times (after taxes), the 
consolidated coverage in 1955, even on the basis of including parent company 

terest charges, of consolidated income deductions and preferred dividend re 
quirements of the 12 principal electric registered holding company systems Was 

2.80 times In the case of the 4 gas registered holding company systems, th: 

average coverage in 1955 was 3.86 times: and on a combined basis, for the 16 

systems, the average coverage in 1955 was 3.07 times. These average coverages 

n 1955 are considerably better than the average coverage of triple-A credit 

utilities in 1935. 

A monthly statistical publication of financial data for publie utility companies 
the common stocks of which are publicly held, shows that as of approximately 
the end of 1955, the following average capitalization ratios obtained for 122 


companies,” 

Percent 
Long-term debt 51.4 
Preferred stock as a 12.3 
Common stock and surplus oa i » 06.5 


ORI aa eae rn a i a tra eset hk a are ta ow LOO 


The lowest common-stock-equity ratio for the 122 operating companies was 26.0 
percent, while the highest was 69.8 percent. Of further interest are the following 


Securities and Exchange Commission, Tenth Annual Report for the Year Ended June 
30, 1944, at pp. 86 and 87. 

1 7d., at p. 87. 
2 We have computed these ratios from Bear, Stearns & Co., Monthly Comparison of 
Electrie Utility Common Stocks, issue of March 1956. 
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! pings which we have prepared of the common-stock-equity ratios of these 
l es 
C‘omonon stock and surplus ratio 
Number 
companie 
25.0 t0 20.9 percent “1 
rom 30.0 to 34.9 percent 4) 
‘ t 
t 


ron () te M0 percen 


l 

| 

I 

From 40.0 to 44.9 percent 
IK 

I 


re 1.O to 490.9 nercent 
dae Who aeand 
re SOt yy 
I} 60.0 to 64.9 nerce t ] 
| G50 »>Go ye reent 
I 122 
It rr) ou brat nder the Publie Utility Holding Company Act a 
respect ecuril Suances he Con ssion, While insisting at all times np 
e he standards of the act, does not approach security issues with 
riz ( 1 set I equ ment nppil bie to all situations It consider 
functions 1 e that of helping companies to meet the require 
em | ( ‘ e the terms of a proposed security issue, as 
filed with the Co sion, fail to meet one or more of the statutor 
ad the (om sion doe not simply refuse to permit the issue to be sold 
buy ‘ er if he te f the issue This work is done largely ovei 
the conference table 1 in informal meetings with the company’s officials and 
finan and legal advisers 
Amol the terms of the security issue which may require revisions in order te 
or he standards of the act are, for example, more adequate maintenance and 
depres m charges, restrictions on dividends, greater voting rights, limitatic 


to the future issuance of securities having a preference over the proposed 


security issue, elimination of conflicts of interest of indenture trustees, restate 
nt of certain accounting items, and similar matters sv this means, the Com 
the rehabilitation of weak companies and 
hereby convert possibly speculative issues into ones of better quality. In those 

es where the conference method fails to produce agreement, the Commission’s 


order permitting the declaration to become effective after a hearing has been held 


ission has endeavored to promote 


litioned upon the company’s amending the terms of the security or the 


may be cor 
underlying indenture so as to comply with the standards of the act. 

cases where the proposed issue has already been approved by a State 
issue is exempt from section 7 of the act, and the jurisdiction of 
for the protec 


In certain 
nmission, the 
the Securities and Exchange Commission is limited to attaching, 





tion of investors and consumers, terms and conditions to its order of exemption. 
It has been the Commission's practice to communicate with the appropriate State 
commission to discuss any problems raised by the issue and to cooperate in settling 
When it appears that a proposed debt issue in a section 


the problems which exist 
i that there is an insufficient equity cushion under the 


6 (b) case is excessive, or 
rities, including preferred stock issues, it is the Commission’s policy 
to impose conditions which will improve the company’s financal structure. 

As a remedial measure, designed to conform corporate structures to statutory 
property is excessive, the Commission 


senior sect 


standards where the ratio of debt to net 


has frequently required issuers to follow some systematic debt reduction plan. 
interest 


instances, conditions have been attached requiring that the 


In some 
amount of net earnings be reserved to 


savings from refunding or a certain 
redeem outstanding debt In other instances, the Commission has required 
the inclusion of sinking fund provisions whereby the issue! 
honds or to property additions. In 


agrees to devote 


annually a stated amount to retirement of 
still other instances, the objective of debt reduction has been achieved by means 


of serial financing 
Incident to the Commission’s administration of the Public Utility Holding 


Company Act, particularly with reference to seeurity issuances of public utility 


companies, Which are the subject of an application for exemption under section 
6 (b) bv reason of the express ap] roval of a State conimission of the State in 
which the applicant is organized and doing business, or the subject of a declara 


m under section 7, the Commission on February 16, 1956, adopted two state- 


———$ 


Ta 
i] 
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AMENI 
ts of policy, one dealing with first mortgage bonds d the other with pre 
ed stock 
In the statements of policy, the Commission does not pre 1y¢ wcil I d 
pitalization ratio standards In the statement of policy dealing with frst 
eage bonds (par. (a) thereof), however, it is made clear that additional 
basis of the Ibe diuble va { 1¢ ( 


=t nortence bonds issued on the 


I 
ns mav not be issued in an amount in excess of 60 percent thereot In the 





efe red stock statement of policy (par. (e) thereof) common stock dividend 
to be limited to oO percent of appl cable net ines e where he ¢ hai ( c 
’ ratio is or would become less than 20 percent of the total capitalization 
irplus, and to 75 percent of applicable net income where oOmmon 
; r would become t te i VO peres but n CSS hha yyy ( | | tiki 
1 ition and surplus No dividend hitation posed i hie 
n stock equity ratio remail it least 250 percent of t Lcapitall 
t ( in te rad in tl pl rred sto« ‘ . y 
t hig ( { pie des 1 Wh } ( | f 
y of the out ling sha oft ] ferred | eu 
Tr ditional si es of pret d sto s ‘ ‘ 
ol Lon equ S at lea equa ( i inh ! l pura 
ne} er! I stock at ill othe lal ( i Con ! ! I ‘ il | 
l I one \ ras ere I l ent least SL « ‘ i 1 brie 
h dollar of preterred ck 
( s Ss pore ni I T yet NIM a i tilt ¢ 
VI ,wia ‘ ted ind i } (| @) l 
\ OS ¢ Hi ling Compal Act Rele \ llovny 1) . 
1] -< ill ( 1 a4 l¢ el = ‘ t c*t ho} 
lize rT | ur} S na I tan e re 0 is) 
he less than 30 percet eof. These ar iwidered ( 
represent 1dea or ] I itLOS riut tee they ell nil ( 
ews oO ii¢ tp} ‘ te on “i uli Is ¢ i i I l 
ite mini m proportion of ce lOn-STOCK ¢ \ II l ( 
ent of the pital structure is ordinarily preferres t Ix tl ! 
mes characterized as a 60-10-30 polies 
The Commissions capitalization ratio standards are applied bot] rn ra 
lated basis and on an individual operating-company basi t] trick 
ded in the latter case if the ipact on the cons adated ratios hot i 
‘lv substantial In this connection, the principles of oportional con 
dation have been applied where the holding Company's ownership of an 


rating subsidiary is less than 50 percent 
\s the Commission pointed out in its Comments of February 7, 1956, 
645, at page 14 (tr. S—-CC) 


the Commission under appropriate circumstances has applied its stand 
irds flexibly where, for example, there was assurance that the capitalization 
ratios of the particular issuing company or of the holding-company system of 
vhich it was a member would improve over the foreseeable future and where it 


was in the overriding public interest and the interest of investors and consumers 


tl 
{ 


hat a proposed financing, even though falling somewhat short of the general 
indards of the Commission, should be permitted to go forward.” 
The flexibility permitted by the Commission in its determination to achieve 
promptly as practicable soundly financed companies is evident in such cases 
for example, Ohio Edison Company et al., (18 S. Fk. C. 529 (1945)) where 
the initial security structure involved 60.1 percent debt, 16.8 percent preferred 
ock, and 25.6 percent common stock equity, but, as the Commission pointed out, 
i systematic debt-retirement program and a dividend restriction on the common 
tock might be expected to improve the ratios. For similar reasons the follow 
¢ initial capital structures were permitted: Consumers Power Company et al., 
20S. B.C. 418 (1945)), where the capitalization involved 56.6 percent debt, 
24.1 percent preferred stock, and 19.3 percent Common-stock equity : Minnesota 
Power & Light Co., (20 S. E. C. 474 (1945) ), involving ratios of 57.2 percent debt, 
26.6 percent preferred stock, and 16.2 pereent Common stock equits : Pennsyl 
ania Power & Light Co. et al., (20 S. E. C. 615 (1945) ), involving ratios (im 
proved over prereorganization ratios) of 64.0 percent debt, 22.4 percent pre 


* Holding Company Act Release Nos. 13105 (as to first mortgage bonds) and 1 1106 (as 
to preferred stock), appended as Exhibits I and J 
* See the discussion of proportional consolidation in pt. V of this statement. 
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ferred stock, and 13.6 percent common stock equity: Alabama Power Compa 








22 SLB. CL 267 (1946)), involving ratios of 61.8 percent debt, 21.1 percent pre 
ferred stock, and 17.1 percent common stock equity See also Republic Ser 
Corp. et a (23 S. E. C. 436 (1946) ); Indiana Service Corp. et al., (24 S. E. ¢ 
163 (1946)): and Central Power & Light Co. et al., (27 S. EB. C. 185 (1947) 
rhe Commission under u tl circumstances has departed from its genera 
policy with respect to capitalization ratio standards even in the absence of fac 
tors which would bring about a relatively rapid improvement. Generally, sucl 








cause nvolve situations where a subsidiary Company was formed by a publ 
ty company in conjunction with one or more unaffiliated public-utility co 


es for the } pose f building and owning reneratin facilities or trat 
mi on lines whose output or use was for the benefit of the Sponsoring 
COl inies or a Government agency. The following cases are examples: 





1) In Arklahoma Corp. (Holding Company Act Release No. 7869 (Novembe 
YS, 1947)), the Commission permitted the formation of a subsidiary Whose co; 
k was owned by three public-utility companies which were subsidiar 
if registered holding companies The new corporation was financed almost 


100 percent by a 30-vear first-mortage bond issue which provided for annual sin] 
ing-fund payments of an smount sufficient to retire the bonds in full at maturity 
The subsidiary acquired from an unaffiliated party an existing transmission 
ne which it then leased to the three sponsoring Companies under a long-ter 
lease arrangement under which sufficient rentals were provided to pay overhea: 
md service the bonds; the lessees also hid the right at any time durin: th 


period of the lease to exercise an option to purchase the leased transmission 
ne from the lessor 
mission stated that absent special and compelling reasons, which 


considered present in that case, the use of the lease device was difficult, if no 








possible, to justify nder the standards of the act. The special and com 
pelling reasons were the fact that the transmission line was very small in rela 
tion to the utility properties of the 3 lessees, and the bonds to be issued by 
Lr] oma constituted less than 2 percent of the aggregate capitalization and 
plus of the 3 lessees Further, the transmission line would provide an inter 
connection among the properties of the 3 sponsors, who were otherwise unaffili 
ated, a lirect ownership of the transmission line by the 3 sponsors “would 
se spe financing problems under” their mortgages. Under the circun 


nees, the Commission approved the capitalization of Arklahoma, and. the 
execution and delivery of the lease by the lessees to the extent it constituted 
an issnance of securities. The Commission stated, however, that it would be 
appropriate in future financings by the sponsors for the Commission to considet 
their aliquot portion of the debt of Arklahoma as their own. 
(2) In Wisconsin River Power Co. (27 8. E. C. 539 (1948) ), the Commission 


permitted the creation of a hydroelectric generating company by three spon 





soring public utility companies, each of which was already subject to the act 
The generating project was financed by 66 percent debt and 34 percent equity 


1 there were long-term power contracts between the sponsoring companies 
ind the generating company requiring the payment by the sponsors to the 
generating company of amounts sufficient over the years to pay all operating 
expenses of the generating company, the interest on its debt. and the amortiza 

on of approximately 50 percent of the pring ipal amount of the debt prior to its 
maturit The Commission stated that if execution of these power contracts 
by the sponsoring companies constituted issuances of a security under the act, 
such issuance was entitled to exemption from the standards of section 7 of the 
act under section 6 (b): and again the Commission stated that in view of the 
terms of the power contracts it would be appropriate in passing upon future 
financings by the sponsoring companies to consider their aliquot portion of the 
debt of the generating company as their own debt. 

(3) In New England Gas and Electric Association (Holding Company Act 
Release No. 9694, February 23, 1950), the Commission approved the acquisition 
byby NEGEA, a registered holding company, in cooperation with Eastern Gas & 
Fuel Associates, an exempt holding company, and others, of common stock of 
\iconquin Gas Transmission Co., which was financed initially by 75 percent 
debt securities sold to insurance companies and 25 pereent common stock sold 
to the sponsoring companies. Algonquin was organized for the purpose of con 
structing a natural gas pipeline to the Boston area. There was no discussion 
in the Commission’s opinion of the contractual arrangements for gas proposed 
to be made between NEGEA and Algonquin, or whether these arrangements 
might be considered to be a separate issuance of securities by NEGEA. Al 
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hough the Commission said that the initial investment by NEGEA in Algonquin 
as promotional and of an uncertain character, it nevertheless departed from its 
jitulization ratio standards and permitted NEGEA to make the investment 
( $4) in both the Electric knergy, Inc., case and the Ohio Valley Electric Corp 
se (Holding Company Act Release Nos. 108540, January 15, 1951, and 1157s, 
velber 7, lev, respectively), generating companies were formed by various 


oring Colupanhies, some of Which were already subject to the act and others 


Ol 


{f which were not. The electric output in both cases was to serve the Atomic 
nergy Commission, and the projects were considered essential to the national 
defense In both cases the required capitalization was raised in the ratio of 


95 percent debt (mostly 25-year mortgage bonds) and o percent Common equity, 


it the ANC power contracts were devised so as to provide sutlicient income to 
iy interest and fully amortize the debt by its maturity, to pay the operating 
kpenses, and to afford a return of S percent on the conuimon-stock equity. 
(>) In the Mississippi Valley Generating Co. case (Holding Company Act 
tise No. 12794, February 9, 1955), the Commission approved the issuance and 
ile of Common stock by a new xvenerating Company forined by two registered 
ding companies to furnish power under contract to the AEC, where the com 
tructure would be on approximately a 95-percent debt—5-percent 


/ 


Ss capital 
ity ratio basis. The Commission believed that the financial arrangements 


with the AEC were such that the otherwise high debt-equity ratios presented no 


due risk to the security holders and that in this respect the case was similar 
the EE! and OVEC cases. 
fhe relevance of these latter three cases to the general type of jointly owned 
ating project purportedly contemplated by section 5 of the bill is readily 
irent. It is equally apparent, however, that the immensity of Pacific North 
vest Power Co., as proposed, in comparison with its sponsors, and the adverse 
ect of regarding an aliquot portion of Pacific Northwest's long-term debt as the 


t of each sponsor, create special problems. 
Phat the achievement and preservation of sound capitalization ratios are essen 
to the financial health of the public utility industry has been recognized not 
lv by this Commission and some other regulatory bodies, but also by informed 
mimentators. We have appended at the end of this part IV a list of 16 text 
ks and articles written by such persons between 1941 and March 1956. Most 
the cited commentators are generally agreed on the necessity for an adequate 
hion” of colmnon-stock equity to withstand the shock of a severe decline in 
rhings, and for not too excessive an amount of debt, notwithstanding the ap- 
rent cheapness of bond money versus Common-stock money and the deductibility 
r tux purposes of interest expense. Quite a number of commentators urge that 
mpany should not use up all of its bonding credit, but rather should reserve 
ibstantial portion of it for such time when it may become difficult to sell 
mon stock. 
Not all of the commentators agree on a specific ideal or optimum capitalization, 
but there appears to be 2 pronounced tendency to limit the debt ratio in the opti 
i capilalization to 50 percent: others, while agreeing on this ratio, go further 
d now also recommend 2 common-stock equity ratio of about 35 percent, with 
» preferred-stock component making up the balance of the structure. Graham 
id Dodd, authors of Security Analysis (third edition, 1951), believe that where 
here is no preferred stock in the structure, the maximum desirable debt ratio 
r utilities should be about 60 percent, with the Common stock and surplus repre 
enting 40 percent, but that where, as is the prevailing practice, there is pre 
ferred stock in the structure, the optimum Capitalization as between long-term 
ebt, preferred sock, and contmon-stock equity would be 50-15-35. 
\s recently as March 14, 1956, Harold Hl. Young, vice president of Eastman, 
Dillon & Co.. in an address before the Southeastern Electric Exchange, also 
ke out in favor of a 50-15-85 structure. He said that a common-stock equity 
ratio of 380 percent, rather than 25 percent, is now generally regarded as a mini- 
um common-stock equity ratio; that this change has not come about by any 
eeulatory action but rather by the expressions of preference on the part of the 
huving publie and by voluntary action of the company managements who have 
ought to improve the basis of their structure. Young stated that “sa 50-percent 
debt ratio is a good maximum mark to shoot for” and that a common-stock equity 
ratio of 35 percent “is a good middle-of-the-road figure.” 


See The Commercial and Financial Chronicle, issue of Mar, 28, 1956, article entitled 
rrends in Utility Financing,” at p. 64. 
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percent, and, when that has not been immediately feasible, dividend restri: 
us have been imposed until the 25 percent figure has been attained At the 
her end of the structure, a limit of 50 percent in debt has been the goal set 
dd to make even those companies not under SEC 


isdiction respect these ratios since it has been generally recognized that they 
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“What the Investor Looks For in Utility 


Securities,’ appearing in Public Utilities Fortnightly, issue of May 7, 1953. 
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15. Childs, vice president, Irving Trust Co., New York City, in an article 
ntitled “How the Professional Investors View a Utility Company,” appearing in 
ulectrie Light and Power, issue of August 20, 1953, page 7S. 

I4. Extracts from National Association of Railroad and Utilities Commis 


sioners, proceedings of 66th annual convention, Chicago, Iil., November 1954, 


15. Extracts from “Report of the Committee on Corporate Finance,’ National] 


Association of Railroad and Utilities Commissioners, 1955, page 7. 


16. Young, vice president, Eastman, Dillon & Co., New York, in an article 
ntitled “Trends in Utility Financing,” appearing in The Commercial and 
h 29, 1956, pages 1 and 64 


uncial Chronicle, issue of Mar« 


\ rig ANALY TICAI PeECHNIQI OF PROPORTIONAL CONSOLIDATION 


In its comments of February 7, 1956, at page 15 (Tr. SCC-SDD), the Commis 
on showed what the effect would be, insofar as capital structure is concerned, 
neach of the four sponsors of Pacific Northwest Power Co. if it were assume 
hat the estimated $210 million cost of the generating plant and transmission 


faciliti of Pacifi Northwest Power Co. ere financed with 90 percent in the 
form of long-term debt and 10 percent in the form of Common-stock equity 
While there has been some later indication that the debt-equity ratios might 
e Sol pere t instead of 90-10 percent, there would be no material difference 
m the figures contained in the Commission's comments The actual and 
pro forina proportional consolidated ratios there shown were, on the basis of 
i ir s of Decemibe 51, 1994 follows 
\ ) | t fo t 
| { | ( 
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In considering capitalization ratios and earnings coverages of interest charges 
ind preferred stock dividend requirements for a holding company, reliance solely 


i 


( 


i 

i the corporate figures for the holding company and its subsidiaries would 
rdinarily be inadequate and might indeed be generally misleading. This is true 
hether or not the holding company is solely a holding company or is both a 

ding company and an operating company. 

While one should, of Course, examine and study the corporate financial data 
ipplicable to the holding company’s outstanding securities, there can be little argu 
nent that where the holding company is solely a holding company, consolidated 


lata generaliy afford the more meaningful basis for an analysis of the quality and 


value of the holding company’s outstanding securities. The holding company’s as 


‘e ordinarily Comprised of the common stocks of the operating subsidiary 


ts. ] | 


companies, Which in turn are ordinarily junior to bonds and other debt securities, 


ind often to preferred stocks, of the operating subsidiary companies. Where the 
ldin company is both a holding company and an operating company, the 


xperienced analyst will likewise examine into the overall consolidated picture. 
It will ordinarily be found in such case that the operations of the subsidiary or 


subsidiaries f nto and indeed make possible the integrated operations of the 


holding company. The larger the subsidiary is in relation to the size of the parent 


ompany, the more serious is the error in omitting to analyze the operations and 


financial ratios on a consolidated basis. It will frequently be found that the 


( 


for the existence of a separate subsidiary corporatiton is the requirement 


225) } 
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of State law that a utility company doing business within its borders shall be in 
corporated in that State. Other reasons for separate corporate existence may be 
the desire of the holding operating Company to circumvent its existing mortgage 
ndenture requirements which limit the amount of bonds that may be issued 
against net property additions and at the same time to take advantage of Federal 
neome tax laws which permit deduction of interest charges in computing the 
axable net income. 

rhus, where the holding company is also an operating company, We must pro 
ceed on the premise that, regardless of the special reason for the separate incorpo 
ration of One or more subsidiaries, the subsidiaries are essential to the utility 
operations of the holding company in that they are integrated into the holding 
ompany’s operations; they may supply the holding company with a source of 
electrical generation or an outlet for the retail distribution of electricity, or 
possibly both. Particularly where the subsidiary serves essentially as a substan 
al source of electrical generation for its holding company or for another distri 
bution company in the same holding-company system, contracts will frequently be 
entered into between the subsidiary generating company and the holding con 

iny or other distribution subsidiary which buys its power, obligating such pur 


hasing company to take or pay for such power in such amounts and at such prices 

s will enable the subsidiary generating company to pay for its own costs of ven 
eration, to pay the interest on its outstanding debt securities, to amortize all or a 
substantial portion of the principal thereof over the life of the plant or even a 
shorter period of years, to pay other fixed charges, and to provide a return on the 
quity. These contracts will be pledged under the mortgage bonds of the sub 
idiary generating company. Indeed, such an arrangement will undoubtedly he 
nade in the case of the four corporate sponsors of Pacific Northwest Power Co., 

tas it is in the cases of Ohio Valley Klectrie Corp and Electric Energy, I : 
ind as it would have been in the case of Mississippi Valley Generating Co. IT 
hese cases, intercompany power agreements have also been executed between the 
arious utility companies. Accordingly, completeness of financial analysis must 
iew the operations, earnings, and capital structure of the holding company on 
unoverall system consolidated basis. 

Where there exists a publie minority interest in the common stock of the sub 
sidiary, the analyst will ordinarily deduct such minority interest in the sub 
sidiary’s earnings before arriving at the amount of subsidiary earnings applicable 
o the holding company’s interest, even though the holding company’s interest in 
the subsidiary’s earnings ranks on a parity with the minority interest. This is 
essentially a matter of convenience and is justified by the fact that the public 
minority interest is ordinarily not so large that its deduction as a prior charge 

distort the consolidated figures. Where, however, the proportion of sub 

sidiary common stock held by the holding company constitutes less than a majority 

of the outstanding stock, and particularly where the subsidiary is quite sizable 

relation to the size of the holding company, the experienced financial analyst 

ay find it necessary to analyze and appraise the financial position, quality. and 

value of the holding company’s securities by recourse to the method known as 
proportional consolidation 

Under this technique, which is analytical rather than accounting in nature, 
there is added to the corporate figures of the holding company the senior capital 
ization, earnings, and fixed charges of the subsidiary, but only to the extent 
of the percentage representing the holding company’s ownership of the common 
stock. (See Graham and Dodd, Security Analysis (1940), second edition, pp 
753-754.) The effect of this technique is to place the holding company, which 
owns less than a majority of the common stock of the subsidiary company, in 
the same economic position as it would be if it owned 100 percent of the common 
tock of a smaller subsidiary but with its aggregate interest in such smaller 
subsidiary being the same as its minority interest in the larger subsidiary 
Stated otherwise, proportional consolidation recognizes that from an economic 
standpoint a holding company’s 25 percent interest in the common stock of, say, 

$100 million subsidiary is the same as a 100 percent interest in the common 
stock of a $25 million subsidiary. 

Thus, for example, in the case of Pacific Northwest Power Co., which is ex 
pected to have an initial capitalization of approximately $210 million, each of 
the four sponsoring companies will have a 25 percent interest in the common 
stock of such company, which so far as any one of the sponsoring Companies is 
concerned, is the same, economically speaking, as a 100 percent interest in a 
$52,500,000 subsidiary. And there would be no question, if each of the 4 spon 
soring companies were to organize separately a $52,500,000 subsidiary and were 
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each to hold 100 percent of the common stock of its subsidiary, that the finan 
cial statements of each of the 4 subsidiary companies should be consolidated for 
accounting as well as analytical purposes with the financial statements of its 


holding compan The relatively small equity which the holding company would 
have in its subsidiary company would not properly have any bearing on whether 
or not to consolidate the financial statements in view of the fact that the size 
of the subsidiary company is material in relation to the size of the holding com 
pany, the operations of the 2 companies are similar (that is, both companie 
being in the utility business), and the assets and operations of both companies 
,orm an integrated public-utility system so that the subsidiary company could 
not easily be spun off without doing harm to the total integrated Operation. 
Accordingly, the mere fact that 4 companies join together to organize 1 very 
ting company the common stock or which will be owned 


hn equal portions by the 4 companies, is no basis for saying that it is incorrect 


rge subsidiary gener: 
for analytical purposes, to employ proportional consolidation, and that is exact) 
What the Commission did in its comments of February 7, 1956, at page 15 (Tr 
idating the cap 

alization of each of the 4 sponsoring companies with the assured capitalization 
of Pacitic Northwest Power Co 

This technique is not novel so far as the Commission is concerned. The Com 
mission has employed this method of analysis in Sious City Gas and Electri¢ 
Company, ct al (30S, FE. CC. 5, 86-38, 40 (1949) ): Blecetrie Bond and Share Com 
pa Holding Company Act Kelease No. 9980 (June 19, 1950), pp. 23-24) 

iwtern Utilities Associates (Holding Company Act Release No. 11625 (Decem 


l 


nC 4 SIDD). when it showed the effect of proportionately COnSO! 


i» IS, 1952), pp. 20-21, 25) Vew England Publie S vice Company, et al. ( Hold 
ng Con pat Act Relense Ne 11711 (Febm ary 13, 1953). pp 41-42, 44): and 

ssissippi Valley Generating Company (Holding Company Act Release No 
12794 (1 ebruary 9% 1955), pp 24 95) ) This technique has also been referred to 


I 
by the Commission in The Arklahoma Corp. (Holding Company Act Release No 
7TS69 (November 28, 1947) ), and in Wisconsin River Power ¢ ompany (27S. E. ¢ 
539 (1948) ) 

For the above-stated reasons it was wholly appropriate for the Commission 
to employ proportional consolidation in the Pacific Northwest Power Co. situa 
tior In the case of the Washington Water Power Co., for example, the fact 
that the dividends which it may expect to receive from its investment in Pacific 
Northwest Power Co. might perhaps not exceed 2 percent or 4 percent of Wash 
ington Water Power Co.'s gross income earned on its own physical assets (Tr. 91, 
131-132) is not a relevant consideration. 

The earnings of Washington Water Power Co. are affected by the operations 
of Pacific Northwest Power Co. to a far greater extent than is indicated simply 
by reference to the dividends which might be drawn up from that subsidiary 
The earnings of Washington Water Power Co. will be materially affected by its 
purchase of electricity from Pacific Northwest Power Co. The operating ex 
penses of Washington Water Power Co., rather than its dividend income account, 
will more significantly measure the effect of its investment in Pacific Northwest 
Power Co Accordingly, Washington Water Power Co.’s investment in Pacific 
Northwest Power Co. may not properly be regarded as being in the nature of a 
easual investment which can be ignored as having no material relationship to 
Washington Water Power Co.’s integrated operations. 


VI LEGISLATIVE HISTORY OF DEFINITION OF ELECTRIC UTILITY COMPANY AND GAS 
UTILITY COMPANY IN THE ACT 


At pages 66-68 of the transcript there appears a discussion with respect to the 
Gifference in the definition of electric utility company found in section 2 (a) 
(5) of the act as compared with that of gas utility company found in section 
2 (a) (4) of the act. It was pointed out that electric utility company is defined 
as a company which owns or operates facilities used for the generation, trans- 
mission, or distribution of electric energy for sale * * *” but that a “gas utility 
company” is restricted to a company which “owns or operates facilities used for 
the distribution at retail * * of natural or manufactured gas for heat, light, 
or power.” (Emphasis supplied.) Thus, a company which produces or trans- 
ports gas is outside the definition of a gas utility but a company which generates 
or transmits electric energy is within the definition of an electric utility. It 
was suggested that the definition of electric utility company be amended to con 
form to the definition of gas utility company. 

An examination of the legislative history of the two definitions throws light 
upon the reasons for the difference in treatment. Initially, two separate bills 
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were introduced, one in each House, but both on the same day, February 6, 
1925. The Senate bill was numbered S. 1725 (74th Cong.) and the House bill 
was numbered H. R. 5423 (74th Cong.) In both the Senate bill and House bill 
ection 2 (a) (3), which defined electric utility company, included the genera- 
on. transmission, or distribution of electric energy. Similarly, in both the 
Senate bill and in the House bill the definition of gas utility company included 
the production, transportation, or distribution of natural, or manufactured gas. 
llearings were held before the Committee on Interstate and Foreign Commerce 
of the House between February 19, 1935, and April 15, 1955, and before the 
Committee on Interstate Commerce of the Senate between April 16, 1985, and 
April 9G, 1935 

At the hearings before the Senate and House committees representatives of 
fhe gas industry appeared, gave statements, and presented testimony. The 
pokesmen for the gas industry pointed out that, up to that time, the informa- 
jion available to the Congress with respect to the gas industry was extremely 
meager. While the Federal Trade Commission has made an exhaustive study 
f holding companies which controlled the electric utilities, that Commission 
had not, up to that point, conducted a similar study with respect to gas utility 
holding companies. It was urged, as a consequence, that the congressional com- 
nittees had no background against which to judge the activities of the gas 
ndustry.” 

These gas representatives urged that the nature of the 2 industries was dif 
ferent. It was said that gas was produced as an incident of the production of oil 
and that it Was impossible to separate the 2. It was also argued that the same 


I 


persons did not control the production and transportation of gas on the one hand 


and the sale of gas at retail on the other hand. In the electric industry the 
ume persons controlled the generation, transportation, and sale at retail of 
electrim energy. It was also argued that oil production was necessarily a joint 


operation” and that imposition of Federal regulation on the production or 
ansportation of natural gas would inhibit the further exploration and develop 


ent of gas. It was said that any investment in pipeline securities was 
peculative and that insitutional investors and large private investors would not 
nvest substantial sums in such a speculative enterprise. It was further con 


tended that the imposition of Federal regulation upon the gas production and 

ansportation aspects of the gas industry would retard the flow of capital to 
und the financing by the oil and utility interests, of needed additional gas 
pipelines. 

As a consequence of this testimony, when the Senate committee issued its 
report on the bill (reintroduced in the Senate on May 7, 1935, as S. 2796), the 
definition of gas utility company was amended to restrict the definition to “any 
ompany which owns or operates facilities for the distribution at retail of natural 
or manufactured gas, * * *.” The accompanying report of the Senate commit 
tee explained the change on the ground that the committee “did not find it 
desirable to include so broad a group of persons [as had been included in the 
original bill] and has limited the definition * * * so as to reach only companies 
in the business of distribution at retail, thus excluding companies whose only 

terest in the gas business is in the sources of supply or in transportation.” * 

When the bill came before the Senate, an amendment was offered wherein gas 
utility company was defined as being “any company which owns or operates 
facilities for the production, transportation, or distribution of natural or manu 
factured gas, and which transports, distributes, sells, or furnishes such gas for 


cr} 


ht, heat, or power for a charge.”” This amendment was accepted by the 


*2 Hearings before the Senate Committee on Interstate Commerce on S. 1725 (74th 


Cong. Ist sess.), p. 683 (hereinafter called Senate hearings). Hearins before the House 
Committee on Interstate and Foreign Commerce on H. R. 5423 (74th Cong. 1st sess Dp 
1864 hereinafter called House hearings). Testimony before both committees of Ralph W. 
Gallagher representing the Standard Oil Company of New Jersey ; see also Senate hearings, 
p. 672. 

ld 


* Senate hearings, p. 663; testimony of Ralph B. Feagin appearing on behalf of a com 
mittee representing the natural-gas industry. 
Ibid., p. 665 
*® Senate hearings, p. 953: House hearings, p. 1799; statment submitted by committee 
eprsenting natural-gas industry. 
‘Thid., Senate hearings, Pp. 954, 
*8 Ibid., Senate hearings, p. 955; House hearings, p. 1793. 
> Ibid., Senate harings, p. 955 ; House hearings, p. 1793 
“S. Rept. No. 621 (74th Cong., Ist sess.), p. 5. 
“79 Congressional Record, 9055. 
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As a consequence, the definition of a gi lity company in the 
the Senate was virtually the same as the original Senate 


» bill was then referred to the House 
24, 1935, the House committee issued its report on S. 2796 It 
the definition of gas utility Company so as to restrict it to a Company 
whs or operates facilities used for the distribution at retail * * * of nat 
romanufactured gas for heat, light, or power.” In explanation, the report 
Vv contains the statement that the term “includes only those companies which 
ibute natural or manufactured gas at retail or own facilities for suc 
distribut “y This provision of the bill, as reported by the House 
committee, was adopted by the House without change.” The bill then went to 
coneference 
\t the conference committee, the House version was accepted unchanged and 
hill, as finally adopted, contained the House version of the definition. The 
statement of the managers on the part of the House accompanying the conferenc 
report “ makes no reference to this problem and, of course, the managers on the 
part of the Senate submitted no report 


VII rABULATION OF HEAT RATES OF STEAM-ELECTRIC GENERATING STATIONS WHICH 
OPERATED UNDER 10,000 B. T. 1 PER KILOWATT-HOUR OF NET GENERATION IN 1955 


We have examined data for the year 1955 showing the heat rates of steam 
electric generating stations, which operated under 10,000 B. t. u. per kilowatt- 
hour of net generation, as reported by the various public utility companies on 
form I reports filed with the Federal Power Commission. The term “heat rate” 
means the average number of B. t. u. (British thermal units) required by the 
station to produce one kilowatt-hour of net generation, while net generation 
means gross generation less plant use. A tabulation of such data is annexed 
hereto. 

The heat rates shown in the attached tabulation represent the average heat 
rate for all generating units in the particular station and not for any single unit 
The stations listed in the tabulation are intended to include all stations of 
privately owned companies which operated at a heat rate of under 10,000 B. t. u. 
in 1955. 

It is generally considered, in the light of the present state of the art, that 
stations which operate at heat rates under 10,000 B. t. u. are the most efficient 
stations now in operation. The lower the heat rate the greater is the efficiency 
of the generating unit or station. In this connection, it may be noted that the 
tabulation shows there are 12 stations which operated at heat rates under 9,500 
B. t. u. in 1955, among which are 6 stations in the American Gas & Electric Co. 
system,” 1 station in the General Public Utilities Corp. system, and 1 station in 
the Wisconsin Electric Power Co. system. The first two named systems are 
subject to the Publie Utility Holding Company Act, while the third was snbject 
to the act until June 8, 1955, when it obtained an exemption from the act. There 
were also 4 of the 12 stations, operated by independent companies, which operated 
under 9,500 B. t. u. 

In respect of improvement in the art, it is our understanding that several 
generating units of from 306,000 to 350,000 kw. of capability are now on order, 
some of which will operate at 5,000 pounds per square inch steam pressure and 
are expected to result in heat rates of 8,400 or 8,500 B. t. u. These units are 
expected to be installed in the systems of the Philadelphia Electric Co. and the 
Detroit Edison Co. 

The Ohio Power Co., a subsidiary of American Gas & Electric Co., is installing 
a new unit described in the holding company’s annual report for 1955 as “‘revolu- 


‘279 Congressional Record, 9065. 

House Rept. No. 1318 (74th Cong., 1st sess.) 

“47d.,p.9 

479 Congressional Record, 10640. 

46 House Rept. No. 1903 (74th Cong., 1st sess.). 

47 One of these six stations is owned and operated by Ohio Valley Electric Corp., while 
the other is owned and operated by the latter’s subsidiary, Indiana-eKntucky Electric 
Corp. The largest single holder of the common stock of Ohio Valley Eelectric Corp. is 
American Gas & Electrie Co., a 37.8 percent holder. Two other registered holding com 
panies, Ohio Edison Co. and the West Penn Electric Co., own 16.5 percent and 12.5 per 
cent, respectively. The balance of the stock, or 33.2 percent, is owned by 7 public utility 
companies, which are not subject to the Public Utility Holding Company Act of 1935; 2 
of them are also exempt holding companies 
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tionary” in its Philo station in Ohio, which is scheduled for operation in July 
1956. The following statement is included in the 1955 annual report of American 
Gas & Electric Co. : 


“This 125,000 kw. machine will be the first generating unit in the world to 
break through the ‘critical pressure barrier’ of steam (3,260 pounds pei 


square 
inch )—the pressure at which water passes from a liquid to a vapor state without 
bubbling upon being heated to a temperature of 706 degrees F.—and will utilize 
steam at 4,500 pounds pressure and 1,150 degrees IF. temperature. This will 
result in lower capital and operating costs.” 

The president of American Gas & Electric Co. has recently announced that 
rders have been placed for the construction of 2,450,000 kw. generating units, 
1 each to be placed in 2 new stations, the locations of which are not yet deter 
mined. The Cleveland Electric Illuminating Co., an independent operating 
company, is reported to have placed an order for one 250,000 kw. unit to operate 
at 3,500 pounds per square inch Alabama Power Co., a subsidiary of The 
Southern Co., a registered holding company, is expected to announce shortly the 
placement of an order for one 300,000 kw. unit. 

The foregoing indicates the trend towards the installation of larger and more 
efficient generating units being participated in by both the holding company and 
ndependent systems. 








112) AMEND pUR 
2 .M LIC UTILITY HOT 
ATY lIOLDING COMPANY ACT. 1935 





: 
i 
' 
i 
| 
i 
i 
i 
' 
okey 








AMEND 


< we 


PUBLIC 


UTILITY 


- oe 
SIS 2 
> to R 
RE by & : 
be = . -&¢ 
Be WwW BORM a 
ai 


HOLDING 


COMPANY 


AC 


r, 


1935 


11. 








— 


\ 


HOLDING 


H reaA 


COMPANY 


} 
» 
$4 
rT 


A ( 


‘hs 





1935 


4 Au 
Jul 
¢ \l 
() 
t \ 
( 
14 \ 
\ 
( M 
s Au 
i 4 
{ ] 
4 j 
) I> 
j { 
j 1 
" M 
) (>) 
“4 NX 
i14 yu 
1 la 
( A 
‘ A i 
>i Mt 
; 
tt 
oO ‘ 
6 1) 
oO 
\T 
as y 
x 
A 
M 
12 M 
& 
x N 
620 A 
ys | 
My 
12s A 
144 \ 
fj \1 
621 \1 
44 \ 
44 1 
\ 
i | 
‘ \ 








AMEND PUBLIC UTILITY HOLDING COMPANY 


EXHIBIT B 


Orders denying eremption pursuant to sec 





S ] ‘4 
IexHIBIT C 
Orders granting exe mption pursuant lo S8¢ 
' i 
{ 
{ 
( | ( 
| A A | ( 
j | ( 
i 
i 4 ( 
| 
R ( 
it t Ar | 
Gras & I iA 
i Hu ( 
\ ] G ( ' l 
| k yr i ( 
Ss r ¢ 
i t | Cort | 
] i Oil ¢ 
) Power & I bce 
l I ( 
I Is] I hting ¢ 
Gas & | { ( tr \ t f 
H tal ¢ 
! le Manutfacturi ( 
Lonroe Gas ¢ Irie 
VB vick | t, Heat & | ( 


19 


QR 
ov 








4116 AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 





( ranting ¢ } on pursuant to sec (a) (1) Continued 
Ie ( ta 
H ng Dat 
\ 834 
¢ ‘ ) , 
Ss ; 
f } js { 
) 4 19 
| 
| s Ja 
! ; 4 
Gas & Flee ) A 98. 104 
\ ( - Jul 1 ) 
j I ‘ ] 4 6-244 N 29 ) 
I 4 8 e 11,19 
A ( ¢ R58 A ) 
( ) May 2 
} & FH 9 12 Oct 219 
t 4 ] 4 29 
( A 19 ) x »” 
| - \ 
} ( 3] Tu 9 IE 
I I g "4 Mar 
49 
, hd > ; 
I ( ‘ . A r ) 
I 6 mS BIE " 
A 0 
T f ) } A ‘| 


ExHIBIT D 


Orders denying applicat on under sec. 38 (a) (1) 











iu XH r UD 
Name of company I N fi Dat ] for Commission action 
\ i 
' 
B ilo, Niagara, and Eastern } 24 16-139 | June 19,1944 | Exemption granted except as i 
Power ¢ to ty to comply with 
ec. 11 (b) (2 
Houston Natural G 1 664 Aug 1, 1938 Parent and subsidiaries were 
organized in different States 
Public Service Co. of Oklahoma 1-204 8-12 Sept. 5,1940 | Material part of parent’s in- 
come was derived from a 
public-utility subsidiary 
which was organized in a 
State other than that of the 
parent 
Washi on Railway & Electric 1-115 4-191 De 15,1938 | Operations of company’s sub- 
Co idiary was not conducted in 
i Singie State 
Wisconsin Electric Power Co 31-555 28-907 | Dec. 20,1948 | Business of company and its 


subsidiaries was not con- 
ducted in a single State. 
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Exuninit I 


[For release ir orning newspapers of Friday, February 17, 1956] 


i’ ( \ I! ) 
. I ( ent « 
( I net by nae! 

t} }? 
| l ( \ | | been nd 
I ‘ ( ft) 

( ( cl 
ents there ‘ 

iD \I ‘ Ni O7) i 

\ frat i a pe 
Atte ( at ined 
[ ( ( ( i i ( \ ertain modi i” 

Ihre ! | LELoOl or d i 
ti \J 4 I ( ( tel t of policy is attach 
( 
) l DuBois. Nec 
; PO! 1 O \ 1 l BIE O THE I 

The Se rities and Ex unge Col ISSION In acting upon aj plications unde: 
Sect! ng ) nd declarati sunder Nes un 7 of the Publie Utilitv Holding Con 
pany Act of 1955, filed in respect of issues of first mortgage bonds of public-utility 
cr ‘ required ers te nelude in nile ures various protective 
p! 

There | not heretofore been published by the Commission any rule or defi 
tive itement of policy setting forth the standards against which it judges the 
adequacy of proposed indenture provisions. The Commission believes that such 

ent we e II ‘ ¢ interest, and accordingly has formulated the 
standards set forth hereit The Comission will compare indentures submitted 
b lle Within these standard n considering (1) whether to impose terms 
ind condiitons in granting applications filed under Section 6 (b) or (2) whethe 
to make adverse tindings in respect of declarations pursuant to Section ¢ (d) 
Where the Commiss finds that particniar standard should be complied with 
but it mpractl able to inelude such standard in the indenture, the Commissio1 
W pose the standard as a condition in the Commission's order. 

Che Commission re that deviations from these standards should be per 
mitted in appropriate case It also realizes that in most cases securities subject 
to Sections 6 and 7 of the Act will be issued under existing indentures and that 
to require i lers to cont existing indentures to such standards would in some 
eases produce harsh results and in other cases add needless complexity to the 
issuer’s problem of complying in respect of several series of bonds with varving 
provisions relating to the same subject matter. The Commission is mindful of 
the fact that most securities presently outstanding under such existing in 


dentures were issued after the examination of the indenture by the staff of the 
Commission and in many cases after the making of changes therein on recom 
vendation of the staff of the Commission Moreover, substantial amounts of 
such securities were purchased by and are held by experienced investors and 
such securities enjoy favorable ratings in the public markets 

The Commission therefore has determined that in most cases it would not be 
inconsistent with protection of the public interest and the interest of investors 
and consumers to permit the issue of additional securities under an existing 
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at B 
ienture if (1) the Commission has heretofore permitted a declaration for the 
ssunnee of securities under such indenture to become effective under Section 7 


rhas heretofore granted an exemption with respect thereto under Section © ¢€bD) 


nd (2) the additional securities will be subject to intially the une pro 
tive provisions as the most recently issued outstanding securities of the issuer, 
However, the Commission may suggest changes in an existing Indenture to « 
one or more of the proposed standards if by reason of Changed or unusual 
reumstances the probable results of appivin the provision of the exi ng 
denture would in the Commissions’ opinion require the making of adverse 
ndings under Section 7 (d) or the imposition as a condition to granti an 
xemption under Section © (D) of a requireinen Lihat wh changes be liade 
Moreover, since each supplemental indenture in respect of an additional series 
onds usually involves the restriction of addition: surplus, all indenture 
sions dealin With that l <t Will be examined tor substantial contort Cy 
t stundards hereinatter pre ribed \ indicated in the standards, the 
Co! ission may permit the amount of earned surplus remaining unrestricted to 
‘ er than one year’s dividend requireme! on preferred and common stocks 
t suer demonstrates to the Cotimission that the payment ol Tt larger 
to the coma \ Ckhol . not 1 \ i adverse ite 
. ipitalization 1 or otherwise inconsiste he protecti of 
e holdet ot the secur ‘ n the I ( Line i rtg e debt to net ed 
roperty 
rhe Com SiO is erested in ascertaining whethe unount to be 
ended annually for property additions in compliance with the provisions of 
sting indentures is a reasonable annual requirement in relation to the book 
and estimated useful lite of depreciable mortgaged property In connection 
h declarations or applications in respect of additional bonds, the Commission 
not. prior to Julv 1, 156. require changes in existing « ixes relating to 
enewaul and replacement of mortgaged property Thereafter the Commission 
juire a showing, ¢ the basis of stud by the issuer, that the existing 
ns for renewal and replacement are substant equivalent to or greate 
h amount uld reas | ‘ quired thre dart erein 
er set forth for new indentures 
Neither the renewal and replacement fund requirements nor the sinking and 
vement fund requirements, as set forth in this Statement of Poliey, will 
? ired to be applied retroactively. 
FIRST MORTGAGE BOND INDENT E PROVI 


Che Indenture as supplemented (the Indenture) of the issuer (the Obligor) 


he bonds to be authenticated and delivered under the Indenture shall provide 
the bonds ean be called by the Obligor for redemption at any tine upon 
ensonable notice and with reasonable redemption premiums, if any 
Indenture shall contain provisions which shall not be less favorable to the 
rs of the bonds than the owil 
ec of ada t] Onder 
Additional bonds tnay be authenticated and delivered under the Indenture 
rie pal a nount not in excess of 
(1) a like amour of cash deposited with the Indenture Trustee: 


) a like principal amount of retired bonds; or 


(3) Sixty per centuin (60%) ol the bondable value of net property addi- 


Olls 
vided that net earnings available for the payment nterest during any twelve 
12) consecutive calendar months during the period of fifteen (15) calendar 
' ths immediately preceding the first day of the month in \ h application 
made to the Indenture Trustee for the authentication and delivery of such 
idditional bonds shall be at least equal to twice the annual interest requirements 


ll bonds authenticated and delivered under the Indenture and prior lien 
bligations which will be outstanding immediately after the authentication and 
delivery of such additional bonds. Notwithstanding any of the foregoing, no 
irnings test need be met if such additional bonds are to be authenticated and 
delivered solely for the purpose of refunding an outstanding series of bonds 
issued under the Indenture or prior lien obligations, bearing a higher interest 
rate than such additional bonds, or for refunding an outstanding series of bonds 
ssued under the Indenture or prior lien obligations within two years of maturity. 
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. ng and im cement fund 
hae ndenture shall have the effect of requiring the Obligor to depos 
ally ith the Indenture Trustee an amount of cash equal to not less thar 
ne per cer (1¢,) of the aggregate principal amount of bonds of all serie 
uth f nd delivered under the Indenture. Such requirement may 
he option of e Obligor. be stated separately for each series of bonds 
ed Ol mn « Hibus DASIS I ll series. 
(c) In deter: ng the aggregate principal amount of bonds of all series a 
thenticated and cde vered nder the Indenture, there mav be excluded 
1 es of bond ich has been retired, the sinking and improve 
el ! h res ‘ Was operative only so long us such serie 
‘ ‘ —_ 
{ es, bonds ithenticated and delivered under tl! 
‘ he | retired bond 
bond hent ted and delivered under the Indenture whic} 
been redeemed or ] Chased by the application of moneys deposited w 
Indenture Trustee in connection with releases of property or ona 
e damage or destruction of property ; and 
{ Ol hie leat and delivered under the Indenture which hay 
heen pledged to s re indebtedness of the Obligor but which have not 
VA n issned to the public 
d) In lieu of h, the Obligor at its option may apply against the sinking 
jl emel Mount equ 1 to 


(1) the principal amount of retired bonds; or 
xtv pe centum (60%) of the bondable value of net pro 


(e) The Obligor shall be required to meet its initial obligation under the sink 
ng and improvement fund relating to the series of bonds to be authenticated 


delivered under the Indenture not later than twenty-three (23) months from thi 

date of said series of bonds 

Penewal ane eplaceni f fund 

(f) The Obligor shall expend annually for property additions an an 

vhich the Obligor has demonstrated to the Commission is a reasonable annu 

requirement for the replacement of the book cost of depreciable mortgaged prop 
of the Obligor which amount shall be expressed in terms of a percentag 
dob st Such annual expenditure requirement may be satisfied 

vhole or in part, by expenditures for property additions made in a previo 

period 


(g) If the Obligor shall have failed to satisfy such annual expenditure re 
quirement, the Obligor shall deposit cash with the Indenture Trustee to the ex 
tent of such deficiency ; provided, however, that the amount of cash required t 
be deposited may be reduced by an amount equal to the principal amount of 





(h) The Obligor shall not 
(1) declare any dividends or make any distributions in respect of out 
standing shares of its common stock (other than dividends in shares of its 


common stock): or 
(2) purchase or otherwise acquire for value, either directly or indirectly 


through a subsidiary, any outstanding shares of its common stock otherwist 

than in exchange for or out of the proceeds from the sale of other shares 

of its common stock 
f the total amount of such dividends, distributions, purchases, and acquisitions 
all of which are hereinafter in this paragraph embraced in the word “divi 
dends” together with all other such dividends subsequent to the date of the 
to be authenticated and delivered under the Indenture, exceeds 
without giving effect to any of such dividends, or to any net transfers from 
earned surplus to stated capital accounts, the sum of (i) the earned surplus 
accumulated since said date, (ii) an amount equal to approximately the current 
annual dividend payments on the outstanding shares of preferred stock and 
common stock of the Obligor (including any shares then proposed to be issued), 
and (iii) such additional amounts the payment of which the Obligor has demon 
strated to the Commission would not materially and adversely affect existing 
eapitalization ratios or otherwise be inconsistent with the protection of the 





| 
} 
i 
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holders of the securities of the Obligor in the light of the ratio of mortgaxe 





S debt to net fixed property 
- 
; operty additious subject toa pro licn and pro lien obligations 
(i) Property additions which are subject to a lien prior to the lien of 
Indenture may be used by the Obligor for any purpose under the Indenture pr 
ded that there deducted from the amount of such property addition 
ount at least equal to 1662, % of the principal amount of outstanding prior 
bligations secured by such prior lien and such other deductions as may 
‘ lired under the Indenture and provided, fu e! f sucl perty ad 
‘ e used s the basis fe the authentic on nl delivery o onds unde! 
Pnadenture « the With l Mh fndenture Tri e of Cash ide the | 
he thent tion and delivery of bonds under the Indenture, there sl 
ed osited ih e Indenture Trustee t ( 1 ( 1adepe ere 
( rn I | l l ul or } I ( ( heretotore su 
(it L tie ‘ ell 1s el il en ea par l 
ds or cash 
}? Ky hi athid Tt¢ the date of (| ~ 14 \ e vor of Os \ ii 
Lit pene to } 0 | r lien o itions may not be ssued under the 
truinent es shing such prior lien except for the purpose of delive: 
he Indenture Prustes 
Atte eduction shall have been made as set forth in paragraph (i) al 
account of auy outstanding prior lien obligations, the Obligor may use st 
or lien Ht tions, Upon thie deposit there t witl Indenture Trustee 
heir payinent, redemption or retirement, for thi ume purposes under tl 
enture and to the sume extent that retired bonds ma be used 
} 
; j ai 
Lie ‘ l I} ) rty LdItiOls hall be tl ( t to the © val 
i clue I QI ( | hever is less, ¢ rv) S propert idditions 
Vaille may e determined either as of the date of acquis ] r the d ( 
tification to the Indenture Trustee, Whichever is appropriate in the lig 
provisions of the Indenture. 
( The bondable value of net property additions shall be determined 
) excluding or deducting trom the amount of property additions an amor 
perty additioas equal to the greater of retirements (less credits for ca 0 
her substitutions) or the amount required to be expended for property addi 
pursuant to the renewal and replacement fund 
(n fo the extent property additions, cash, bonds, retired bonds, pris 
gations, and other property lave, under a particular provisis 
Indenture, been made the basis of a credit or for action by the Indenture Trus 
eV may not be ide the basis of a credit or for action V the Indenture ‘I 
er another provisio f the Indenture Phe provi sof this para 
des ned te prohi t duplication of credits but they ure not intended to pre 
example, the certifica On Of property adaitions (to the extent no 
used as the basis of a credit or for action by he Indenture Prustee ) at tie 
release Of property additions which were likewise mot so used and the s 
quent meu noof the property additions so certified in the cor putalye 
. bondable value of net property additions. 
oO) Bonds authenticated and lelivered under the Luidentiuyre ind 1 
obligations which in either cause have been purchased or retired with morn 
‘ other property constituting a part of the trust estate under the Indenture 
not be used by the Obligor for any purpose under the Indenture except as ot 
wise herein provided 
- (p) Retired bonds shall mean bonds authenticated and delivered unde1 
Indenture which have been paid at maturity or upon redemption or have bee 
purchased or otherwise acquired, and have been surrendered to the Indenture 
rrustee and cancelled or for which funds are held by the Indenture Trustee fo 
4 any of such purposes; provided, however, that retired bonds shall not inelude 
' bonds theretofore authenticated and delivered under the Indenture which have 


been retired with moneys or other property constituting part of the trust estate 
under the Indenture. 

(q) The net earnings of the Obligor available for the payment of interest sha 
he the amount of income remaining after deducting from the gross operatin 


i revenues of the Obligor all operating expenses of the Obligor inelnding deprecia 
| tion and taxes (other than taxes based on income) and after adding or deduct 
| ing, as the case may be, net nonoperating income or loss. The amount of net 
| nonoperating income or loss to be taken into account shall not exceed ten per 
| 

| 
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entum (10 ) f the balance of income remaining before consideration of sucn 


) Any amount epresent r amortization of electric or vas plant acquisi 
n adjustments charged to income or charged to earned surplus in lieu of in 
} led | ; lable for the payinent 
f interest only to the extent that the current provision for depreciation with 
respect to depreciable property shall be insufficient to permit the writeoff of 


lepreciable property (together with amounts classified as plant acquisition 


idjustments) at the expiration of the estimated useful life thereof. 
If the renew ana re 4 ent fund. lirement shall exceed the amount 


required to be deducted on account of depreciation plus the amount, if any, 
| 


4 to be deducted ii rdance with paragraph (r) above, such excess 

sha ilso be deducted in the computation of earnings available for the payment 
¢ ters ¢ 

Earned surplus which has been restricted in respect of the payment of 

I lends on, or the making of distributions with respect to, or the acquisition 

f, outstanding shares of the common stock of the Obligor may be debited or 


redited in re spect « f items inherent in the e1 terprise at the date as of which 
ch earned surplus was restricted and debited in respect of transfers to capital. 
1) For purposes of determining earned surplus accumulated after the date as 

f hich earned surplus shall have been restricted, there shall be included as 
estriction date the dividends 
the Obligor accruing subse- 
juent to said date and the amount, if any, by which the aggregate of the expendi- 
res required to be made by the Obligor subsequent to said date for property 

1dditions pursuant to the renewal and replacement fund shall exceed the aggre 


ipplicable to the period sub equent to suc h 1 
m the outstanding shares of the preferred stock of 


1) the provisions made on its books of account in respect of depreciation ; 
2) amounts representing writeoff, amortization, or provision for reserves 
n respect of plant acquisition adjustments, whether accounted for through 
the income account or through the earned surplus account, to the extent that 
ch amounts pertain to items not inherent in the enterprise prior to the 
date as of which earned surplus has been restricted. 
In appropriate cases, the provisions of the Indenture may be drawn so as 


permit the use of consolidated data in complying with the requirements of the 


‘ y - > 
rus Indenture ier provisions 


w) None of the provisions of the Indenture shall be in contravention of pro- 
isions required to be included, pursuant to Sections 310 to 317 of the Trust 
lenture Act of 1939, in indentures qualified under said Act. 


EXHIBIT J 


D STATES OF AMERICA BEFORE THE SECURITIES AND EXCHANGE COMMISSION 
February 16, 1956 

Holding Company Act of 1935 

Release No. 13106 


ADOPTION OF STATEMENT OF PoLicy REGARDING PREFERRED Stock SUBJECT TO THE 
PusLic Utitiry HOLDING CoMPANY Act oF 1935 


The Securities and Exchange Commission has adopted a statement of policy 
ing forth the requirements pertaining to preferred stock of public-utility com- 
panies subject to the Public Utility Holding Company Act of 1935. The state- 


ent of policy has been adopted pursuant to sections 6 (b), 7 and 20 (a) of 


said act. 

Notice of the proposal to adopt a statement of policy regarding such preferred 
stock and an invitation to submit views and comments thereon were published 
on May 25, 1954 (Holding Company Act Release No. 12508). Thereafter, views 


and comments were received in writing from interested persons. After consid- 





‘4 
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ering such views and comments, the Commission determined that the proposed 
statement of policy should be adopted with certain modifications thereit The 
statement of policy shall be applicable to applications or declarations filed attex 
March 81, 1956. The text of the statement of policy is attached. 


By the Commission. 





SEAI OrvaL L. DuBois, Sec? 
i t ( PO {1 I Al IN ¢ l ) 4 ) I I 
ANY A I 
Phe oO! } upon : ns f 
Sectio se on 7 of the Publie Utili Holding ¢ 
ues of preferred stock by ib! tility 
Val Tl 4 ive }) ovVvi li l charte > 
fter referred to charte 
Phe bli ry he Commission an ile <« 
etir ‘ indards again which the Ce 
1 ( provisic Che Commission believ 
i tl publie interest rh ecordingly 
Lo iulated the standard et forth herein The Com hom W i OMIpAaTre chat 
ers submitted by issuers with these standards ii ering 1) whether t 
e terms and conditions in granting applications filed under Section 6 (1 
2) whether to make adverse findings in respect of declarations pursuant t 
Section 7 (d) The Commission recognizes that deviations from these standard 
ild be permitted in appropriate case 
In many cases a new series of preferred stock will be issued under existir 
provisions Which preseribe the rights, preferences and privileges of the 
stock of which the new series is a part In such a case, if the existing 
er provisions do not conform substantially to the standards set forth herei 


ind if the issuer should decide that it would be unduly inconvenient or im 


practicable to convene a meeting of its stockholders prior to the issuance of the 
new series for the purpose of amending its charter to effect compliance witt 


the standards, the Commission would expect to apply the standards by the ir 
position of a condition to that effect in its order permitting the issuer’s declar: 
tion to become ellective or granting its application for exemption. The condition 
yould be drafted to operate only so long as the issuer’s charter was not amended 

ply with the standards The Commission, } mwever, would expect th 


! 
i 
} 


ssuer to present such an amendment to its stockholders for approval on the 


next date on which a meeting of stocltholders was being held for any other 


PREFERRED STOCK CHARTER PROVISIONS 


The charter of the issuer (the Corporation) of the preferred stock (meanin 
e class under consideration) shall provide that the dividends on such stock 
shall be cumulative, and that such stock can be called by the Corporation for 
redemption at any time upon reasonable notice and with reasonable redemption 
premiums, if any. 

rhe terms and provisions of the preferred stock shall not be less favorable 


he holders thereof than the following: 


Rights of holders of the preferred stock to elect directors 

(a) If and when dividends on any series of the preferred stock shall be in 
irrears in an amount equal to four full quarter-yearly payments or more pet 
share, the holders of all series of the preferred stock voting together as a class 
hall be entitled to elect the smallest number of directors necessary to constitute 
a majority of the full board of directors until such time as all dividend arrears 
mn the preferred stock shall have been paid or declared and set apart for pay 
ment 
b) Whenever the right to elect directors shall have accrued to the holders 
of the preferred stock, the proper officers of the Corporation shall call a meeting 
for the election of directors, such meeting to be held not less than 45 days and 
iot more than 90 days after the accrual of such right. 


Issuance of securities representing unsecured debt 

(c) Without the consent of the holders of at least a majority of the total 
number of shares of the preferred stock outstanding, the Corporation may not 
issue or assume any unsecured notes, debentures or other securities representing 





126, AMENI LI rILITY HOLDING COMPANY ACT, 193 


unsecured debt (other than for the purpose of refunding or renewing outstanding 
insecured securities issued or assumed by the € oration resulting in equal or 
nger maturities or redeeming or otherwise retiring all outstanding shares of the 
rred stock) if immediately after such issue or assumption (1) the total out 
nimoeu of all unsecured notes, debentures or other securities 

ured debt of the Corporation will thereby exceed 20 percent 

ng secured debt of the Corporation and the eapital 

ind surplus of the Corporation, as stated on its books, 

principal amount of all unsecured notes, debentures 

ng unsecured debt of the Corporation of maturities 


thereby exceed 10 percent of such agvregate. 


purposes of paragraph (c¢) above, the payment due upon the 
cured debt having an original single maturity in excess of 10 


vinent due upon the final maturity of any unsecured serial debt 
maturities i f 10 vears shall not be regarded as 
maturity of S thi years until such payment shall be 


ny dividends or make any distributions 

tock (herein called junior stock) of the 

to the preferred stock as to dividends or assets, other 
if junior stock, or purcl * otherwise acquire for 
* junior stock ich dividend, distribution, 


stock dividend) in contra 


stock equity at the end of the calendar 
late on which a dividend on the junior 

such dividend would become, less than 

apitaliz on, the Corporation ll not declare such divi 
ount whi together with : her dividends on the junior 
n the year e1 ith and ine ling the date on which sucl 


ivable OX Is ft) the 1 me Corpor 


le for dividends on the junior k for the twelve full calendar 
immediately preceding the calendar month in which such dividends 
egate of dividends 
forth above in this 

ared: and 
calendar 
tock j 


na © «le red eXCeHT in ahh ame 
vidends on the junior stock which under 
n ubdivisi l ind in this subdivision 


ive not heen. de 


payable on involuntary 
tstanding shares of preferred stock 
the sum of (i) the aggregate par 

any premiums thereon ; 
e Corporation known, or estimated 
Fany, of recorded value over original 

f used 

>) any intangible items set forth on the asset side of the balance sheet, 


the Corporation as the result of accounting convention, such as unamor 


tized debt discount and expense } 
provided, however, that no deductions shall he required to be made in respect of 
tems referred to in subdivisions (2) and (3) of this paragraph (f) in cases in 
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hich such items are being amortized or are provided for, or are being provided 
r, by reserves 

¢) As used herein “total capitalization” shall mean the ag 
(1) the principal amount of all outstanding indebtedness of 


aturing more than 12 months atter the date of sue there 





the Corpora- 





(2) the par value or stated capital represented by, and any premiums 
irried on the books of the Corporation in respect of, the outstanding shares 
f all classes of the capital stock of the Corporation, earned surplus, and 

capital or paid-in surplus, less any amounts required to be deducted pursuant 
to subdivisions (2) and (3) of paragraph (f) above in the determination of 
unior stock equity. 


ger or consolidation 


h) Without consent of the holders of at least a majority of the ital number 
shares of the preferred stock outstanding, the Corporation shall not merge 
onsolidate with or into any other corporation r sell « hie 
or substantially all of its assets unless such merger, consolidation, sale o1 
ther disposition or the issuance or assumption of securities in the effectuation 


SI ve n hn ordered mr gdpproved maier thre Pay? { tv blola 


pnay Act of 1955 


rion Of pi ferred store I; Provisions 
Without the cousent of holders of at least two-thirds of the total numbe 
es of the preferred stock at the time out id v 1 Cool i th 
ad ! ) ( ‘ | mV of hi rel rerce s el 
el | to ect ‘ } 
\ Vides he el haat f ie] Cll ent ! repea ( 
| hts reterel es. 0 } 1] l ( 
ead STOCKS t the time outstand on he OLS the holders of at 
two-thirds of the total number of outstanding shares ull sv s so affected 
e required: and provided, further, that an ai id ncrease or de 
the authorized amount of preterred stock o1 reate or authorize, 
or decrease the amount of, any clas f ste ranking on a pa 
itstanding shares of the preferred stoc is to dividends o1 sets shall 
emed tte dversely hts f 
erred s k or al series thereof 
of Add nal P S10 
\\ { 
f sl ( he ( ] ( | 
i i? ? 
A i 1 ' I sf < ? Sie 1 
| ( 1} > tte ad ( 
1M I ( ! ( | 
Withor he « he | ( { tot 
{ ‘ ‘ “ | ‘ 
itt ! j 
i I 
rred ) to. dividend ‘ { 
} ‘ | ! yn { ed | | 
I ty th the pre | { 
e « Sts17i¢ } WHiess 
} il ‘ f tl (‘07 1 
{ on ( 4 l ( el ! 
] l nN l it ( ( I tl ( ] 
ili ‘ er l | rie } } Y 
res ! iIndebtednu S 4 t hie ( l ( i é 
ndebh re { be retired \ wy 1 } ( s from the 
mce of su shares) and the annn: lividend re rements on 
preferred sto (including dividend requiremen ns class of. st 
ranking prior to or on a parity with the shares to be issued, as to dividends 
or assets), which will be outstanding immediate! fter the issuane 0 
such shares: and 
(ii) the aggregate of the junior stock equity t least equal to the 
gregate amount payable in connection with an involuntary liquidation 


the Corporation with respect to all shares of the preferred stock and all 


hares of stock, if any, ranking prior thereto or on a parity therewith as to 





A) (5) oF THE PUBLI 
ro ELEcTRIC BOND & 


its application with the Securities and 


nd published its notice of filing and order for 
f public hearings was established at Septem- 
iff of SEC and representatives of Bond & 

LD, 1955). 
opened as scheduled. Some testimony was 
tion of Richard Jones, Esq. of Simpson 
Bond & Share, the hearing was adjourned to 


onvened ! limited purpose of placing in 
from Jones iting that it was inconvenient for 
. Inc. (Kbase a wholly owned subsidiary of 
& Share, th * >) hearing and requesting a postponement 

to October 27 
5. October 27-28, 1955: arings held. The direct case of applicant, Bond & 
ure, was completed. On that day an adjournment to November 21, 1955, was 
iken in order that both the SHC ff and witnesses for Bond & Share and 


Ebasco would in rtunity prepare for cross examination. Repre- 





month 
Nov 


b 


l. February 20-21, 
February 24 the hearings were 


| 
on 

} 

Sic | 


officer During this sessi 


ind Ebaseo stated that t 
in the 


to the 


material request ad 
dt be available 
it this material would 
tted as promptly as it il i 
ntatives that this material would be 
1, 1956, 
12. March 28, 1956: FE i { ring the course 
f the cross-examination of various wit! 
‘he second 


eived by the staff. TI 
shipment received March 28 and which 
1 material requested 


‘irst shipment of material, s 1d 
Share : Isbasco, wa 


‘ 
it the 


shipment, Ipplem« 
FeVIOUS shipme { 


L956 


og 


purported to comprise al 

I>. April 10, 1956: Member of the 
mption of publie hearings in this 
19, and 20 as dates for such re 


t! nis associat 


these dates wi 
tl back and sta at the sugs 
aff or Herbert Klein, comptroller 
ubstitute date Jones was informed tl 
accommodate representatives of Bond & Share and El 
it that May 7 did not appear to be a convenient date, : 
tentatively agreed upon. Jones agreed, however, to recheck wi 
of April 18, 19, and the SHC staff rey 


associates and 


tec 
of Ebasc 


the She 


ICCOratL! 


the dates 20 and 
msult with his in respect of the 
April 12, 1956 Jones called to accep 
the SEC could accommodate him wi y 
alled back to accent the « 


superiors 
t May 14 and at that 
th May 9, 10, and 


} 
hates 


hat 
vith 
and 18. 
had returned to the | 

14. May 9-10, 1956: Hearings 


his assoicates Jones ¢: 
During the course of this latter conversation it \ 
‘nited States and would be available 


held At 4:15 p 





dinination he 
inther at tha 
adjourned 
stockholder of 
would be 


1G 


in the future 


<¢ Oo sav once agnil 


to find some way to 
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Exuipir M 


SECURITIES AND EXCHANGE COMMISSION, 
DIVISION OF CORPORATE REGULATION, 
Washington, D.C. May 25, 1956 
Mr. CHARLES C. COLT, 
Viee President, Electric Bond & Share Co., 
Vew York, N. Y. 

Drar Mr. Cott: This is in reply to your letter of May 8, 1956, concerned with 
the hearings held on April 17. 1956, before the Special Subcommittee of the 
Senate Committee on Interstate and Foreign Commerce on 8S, 2645 (S4th Cong.). 
During that hearing some reference was made by one of the Senators to the 
Commission’s conduct of the exemption proceedings now being held involving 
Klectric Bond & Share’s application under section 8 (a) (5) of the Public Utility 
Holding Company Act of 1935, and remarks were made by me with which you 
uke some issue in your letter of May 8. 

You are correct in stating that the record of the exemption proceeding does 
iot always disclose the reason for adjournment or the basis for selecting the 
dates to resume hearings, but you set out certain factors as influencing the tim 

g of the hearings with which we do not entirely agree. Although I am anxious 
oO avoid unnecessary controversy or mutual recriminations, it does seem desir- 
ible for me to state the bases for our disagreement. ‘The Commission is sub 
nitting a copy of your letter as an exhibit accompanying its supplementary 
tatement to the subcommittee before whom this subject arose, and it intends 

so to attach a copy of this letter. Stated summarily, we would make the follow 
ng points in addition to or in comment upon statements which you have made in 
your letter: 

(1) It is true that the Commission’s hearing officers have been working on a 
stringent time schedule during the past year because of many demands on their 
ime, but I am informed that in respect of Electric Bond & Share’s proceedings, 
neither the company nor Ebasco Services, Inc., has ever strongly urged a date for 

hearing which the hearing officer has not been able to accommodate either 
exactly or very closely. 

(2) The “voluminous and detailed data requested by the staff,” referred to in 
vour letter, has been requested in part because of the staff's efforts to upset as 
ittle as possible the relationship between Ebasco and its clients and to avoid, 
so far as possible, relying upon the clients directly as sources of information ; and 

part because of the inability of your company’s witnesses upon questioning to 
upport general representations made in direct testimony by supplementary de 
tails without a further check of the company’s records. We could, of course, have 


educed the length of cross-examination by relying more heavily upon the testi 
nony which could be obtained from witnesses representing Ebasco’s ¢l { 
ave not thought this desirable. 


3) The length of cross-examination has also been increased 
o avoid challenging the company’s desire to keep many of its books 
mt of the public record in this proceeding. We understand that 
sed upon considerations relating to the effect which detailed d 
have upon Ebasco’s competitive relations with actual and pote 
ot of course guarantee that we will not ultimately have to ch 
but we are conducting the cross-examination in an eff 
‘se documents to a minimum. 
the reluctance of Commission counsel to 
sessions or to conduct hearings on successive day 
ion for evening or night sessions has ever been pressed duri 
is proceedin Prior to the arrangements for the sessions be 
%, 1956, no sugestion was ever made by Commission counsel that hearings would 
not continue on successive days for as long as necessary. You will remember 
that during January 1956 the hearings remained in continuous session for 9 
nsecutive business days during which our staff was carying the burden of 
developing the testimony. During the time that company counsel was deyelopi! 
the case for Bond & Share the hearing rarely staved in session for more than 2 
onsecutive days. J am strongly opposed in a case of this kind to continuous ses 
ms on successive days extending for more than 38 or 4 days. There has never 
heen any serious hope of being able to conclude these hearings in one continuou 
session, and conducting hearings uninterruptedly for too many days causes a 
strain upon the personnel involved, which is not compensated by any substantial 


vdvantage. It is unreasonable to expect Commission counsel, or any counsel, 
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in this type of case without frequent 
previous testimony and to plan the course of h 
t night only for short periods without a serious 
health and efficiency of the persons involve: 
lerstands this consideration as well 
ll aware, some break in hearings is neces 
to porform other important business. 
d, but I believe this 


Division feels dut 


cism to m 
‘e than a limited 
explained 
l the 


operations of your 
hearings On the other hand 


‘ T 1 , } 
hat the Division could have 


in these proceedings by any act 


1 investigation of the issues which you 
pared to do. TI believe, in 
investigations into issues 
by our field investigation 


testimony has not bec 


interested in determining what can 
a ing the past It was for this reason that I 
ce With you and your associates on May 11, 1956, in my 
llow the pattern developed at that meeting, namely, upo! 
the completion of > cross-examination of your witnesses, our staff will prepare 
al cle taried anni Sis of the rec ord sO th if I and other interested YN embers of this 
have an understanding of the matters involved. Thereafter 
ll be possible to discuss the merits of the proceeding and further 
‘the hearings with you and your associates. 
truly yours, 
Ray GARRETT, Jr., Director. 


(rmstrone. If you will turn to page 8 of my statement, you will 
find that at the time the Commission prepared and submitted our origi 
nal comments on February 7, on this bill, we didn’t have the informa 


tior about the Power Re “4 tor Development 0: which has since been 
leveloped in this record. 

Senator Pasrore. Kssentially, for the 1 that they never ap 
plied to you? , . 

Mr. Armstrrone. Yes, sir: that is correct. If we had had that in 
formation, we perhaps could have made at that time some of the com 
ments that we have made here between pages and 15 of our supple- 
mentary statement, 

I believe that if the members of the committee want to read that. 
they will find really the conclusions that we have. 

I think that perhaps the most salient conclusion that we have is that 
he written, an exemptive rule 
under existing provisions of the Holding Company Act. which could 
be \ ritten, under w hich the objectives of the Power Reactor Develop- 
ment Co. could be accomplished without any statutory amendment. 

Senator Pasrorr. With regard to that, we had a presentation made 


it is the staff opinion that a rule could 


here by a firm that was not. in the public utility business. One of the 
arguments—I think at was Mr. Holley 

Mr. Murpry. The Holley Carburetor Co. 

Senator Pasrorr. One of the arguments he made was that if he had 
to apply and thereby in that manner subject himself to the jurisdiction 
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fthe SEC, that that might serve as a deterrent for him to participate 
this group action. 

If you did institute this rule under prevailing law. what would be 
ne imconve nienc e, the burde h, or what would be the responsibility on 

part of this Holley Carburetor Co.4 Would they still have to 
ome before vour Commission, and if they did, what would they have 
to comply with, and if they got the exemption under this rule, what 

ould be tl er responsibilities i Insofar as the alleged 

Onceriniea ¢ 

Mr. ArmstroncG. I will ask Mr. Garrett to reply. 

Senator Pastore. Is that a fair question / . 

Mr. Garrett. Yes, sir: it is a fair question, although I cannot say 

at our ideas are concrete or final even at the staff level, and it has 

ot been passed on by the Commission. I would point out, however, 
that the rule if adopted would run to the definition of an electric 

tity company under section 2 (a) (8) and not the definition of a 

olding company. I would therefore assume that the rule would take 
the form of requiring some filing of basic information regarding the 

‘actor company to be formed. And if that reactor company com- 
plied with the requirements of the rule, which of course would also 

ve to be in terms ot the Statute, ] would assume that no filing, cer- 

i nly ho request tor an order, application for an order, would be 

ecessary on the part of the sponsors of the reactor company. 

Senator Pastore. But if that rule were enacted, would it still mean 

hat let us say the Holley Carburetor Co.., together with the rest of 
the group, would have to come and make some presentation to you in 

rder to receive an exemption under that particular rule ? 

Mr. Garretr. ] would think that in this case the Power Reactor 
velopment Co. would be required to file whatever was the necessary 
erial: that if it satisfied the rule—and I assume also it would be a 

tuation in which a good-faith filing would presumptively satisfy 
the rule unless challenged by the Commission—then it would not be 

utility company within the definition of the act and Holley Car- 
retor Co. would not be a holding company because of that fact. It 
ouldn’t be anyway, as it now stands. 

Mr Armstrone. | thin k the type of filing, Senator, that Mr. Gar- 
rett is referring to is quite similar to te joes ‘of filing which has been 
traditional under section "3 (a) (3) of the act. 

If you will look at page 15, in the middle of the page, between the 
) line s of asterisks. there isa quote from the st itutory provision of 
tion 2 (a) (3): 


Hnconvenlence 1S 


The filing of an application hereunder in good faith shall exempt such com- 
y * * * from the application of this paragraph until the Commission has 
ted upon such application. 

This is similar to a provision in section 3 (ce) with regard to exemp- 
tions under section 3 (a). There have been a large number of appli- 
‘ations under that particular paragr aph—that is, section 3 (a)— 
which are summarized or listed in one of the appendices to this docu- 
ment, in which companies in the early days of the act believed them- 
selves entitled to this and made the filing. The application immedi- 
itely resulted in an exemption under language similar to that I have 
ust read. 

I think that is the type of thing that we have in mind, that Mr. 
Garrett has in mind. Whether that is burdensome, of course, is a 


Cc 
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er of judgment. There is also a burden when you have to writ 
ter to a Government agency. 

Senator Pasrorr, The burden I am talking about is not exactly that 
formality. There seems to be some sense ot apprehension. I think 
! ought to explain this to you and I believe your staff members havi 
already recognized such during the progress of these hearings. Ce 
tainly it doesn’t bother me. I would never be frightened by filing any 
application or petition with any governmental agency. IT would alse 


(yoOvel ent. after all. is iterested in the commo) 


s your responsibility, and if yo 
appeal from your ruling and 
celve equity and justice if they fee] 
have hee} de} ied It. 

of apprehensio} here as to 

ya ning. | understand, i 

| present the facts which. of co 

ithe! large ¢ a} ah7es. After al 

abou | oOrhner Grocery 
ndustrial chemical or pubhie utility 
tation setting forth the 


corpo! t] te ae Ne ropose to do. and how they propose to do 


al d Wiha nev have lon oO, and what thes expect to do. then that 
e enough: that ex parte, with some small 
vour stalf, vou would determine whet 
ue in fact and in law. and then aut 
Wier rule SQ and SO Vou don't have to comp 
ire not a public ut It) compa V. Is) ‘¢ that about | 


of it? 


Ir. GArretr. Yes, 
Mr. (ARMSTRONG. ‘| hat + 14ea. Al Q if | hie as Vou t¢ 


over to page 11, in the middle of -page, vou Vv ill find the refere 


» (Cc ot the act which provides that the filing ot the apph 
good faith under subsection (a) of section 3, by a person 
il reoistered hol 111 ¢ OMIpanys 


the app ant f 


the Holding ¢ ompany Act 


upon the applica as a holding company until the Commission has acted 


such appiicati 

And then we go on to point out that we have had in effect for 
many years, SO ealled rule | Za whereby cl COM MPA whieh believes 
that it is entitled to an exemption under sections 3 (a) (1) or 3 (a) (2) 
may obtain an exempt on by the filine of a simple form and need not 
filea formal applic ation. 

It is that type of thing. J would like to do eve rythin 
and our Commission is of this mind—and our staid? is, too—to allay 
any apprehension there mioht be on the part of the public that we 
are engaged in anvthing that would tend to hamper, or restrict, o1 
slow down, or be burdensome in this connection. 

Senator Pasrore. Realizing what our objectives are in this pa 
ticular field ? 

Mr. ArmsrronG. Absolutely. 


o that I can. 


- 
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Senator PASTORE. May I direct two questiol sto you 4 
t be helpful to you mm followine Out vour sugge Clon 
passed by the Senate stating | 
the sense of the Senate of the nited State 
oneress, to the effect that 
enactment and | It mioht to t 
obiective 
ARMs 


SeHATOLr Pas 


i 


ARMS 
ator PASTOR 
ARMSTRONG, 
Senator Pasrore. 
vo over this agnan 
Discuss} 
- 
Senator | \ mR ae i record 
] 


To 1 7 . “ | 
Mr. Ar MstTrona., might mia 


| rh to look ut pret ore S 


veren t familiar with 


Potter. to br hg him up 


ime we submitted our earlier comme 
ere we have been study 

ve which the bill. Sect 

th reference to the possible amendment to embrace the purpos 
he sponsors of the bill have in — and Ww ave been Consider! 
heat from t he standpoint of whether it coul 


q] 1e accomplished una 
i 
| 


ir existing statutory power simp ad rule \nd it has be 


nelusion of our staff—the Commission hasn’t seen a draft rule 

he Commission, in its rulemaking power, hasn’t a tually consi ni 

he laa cunee of it but we have discussed it with the sta uff. a nad « vie 

illing to try our hand at writing a rule 
11 


vould make possibl the accomplishing of the object itself 


that we would be w 
tutory ame ndment. 
hen in conclusion-—this is a matter that Senator Pastore 

ng when you came in—what would our opinion be in regard 

[ would refer you for record purposes to the statement beg 

the bottom of page 14 and going to page 15 as to) 

nicht ap prapeamery 3 be 1 such a bill. 

We have the feel ng that if it is the sense of the Congress t] 
resolution such as you just t deseribed, Senator Pa tore, Is hot len 
coupled with the rule on our part that we might adopt under the exist 
ing provision, if you nevertheless wanted to go ahead and have an act 
limited as it hes been described by you here, ana then perhaps if Vou 
consider the comments we make on pages 14 and 15, that you would 
have a piece of legislation that we would be very happy with. 

Senator PASTORE. In other words, the point» VOu Thi ike. you would) 1 
be opposed to a statutory provision to carry out the spirit that vou 
have just talked about relating to a statutory exemption, provided 
those elements were covered. 


Mr. Armstrrone. Yes. 
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ey would be, one, the exemption would be 
aval IV upon ler of the Commission. 
Mr. Armsrronc. Yes. 
Senator Pasrorre. And second, only unless and except insofar as the 
sion find he es nption not det imental to the publie Interest 


? 


Or COnSUMEeLS, 


raised by a representative, I think, of 
Corp., where they have certain gas 

is always been a problem before the SEE( 
they don’t come under the Publi 
’s assume they got into a com- 

n exemption. Do you mean by 


would thereby have jurisdiction to go into 


not before vou now but automatically 
) 
| 


nation ona Ww holly entirely differ 
ider this law that we are 
Absolutely On page 12 of our statement, in 
ll} aragrap! . we have so stated. 
-asroreE. In other words, vou wouldn’t be too much con 
cerned about the status quo. 
Mr. Garrerr. Rochester Gas & Electric is already operating under 
rranted under section 3 (a) (1) and (2) of the Publix 
Utility Holding Company Act. 


ST): 


in exemption ¢ 


itor Pasrore. That vou could disturb in the publie interest any 
that you wanted to? When I Say disturb I mean, if in the 
terest you ought to assume any juisdiction you would do 
t under that exemption rather than under this new one? Is that 
what you mean ¢ ; 
Mr. Armsrrone. Yes. 


Mr. (@ARRETT. 


hey vot a new exemption, | suppose the is 


} 
properties would ¢; » ] more trouble now than then. 
Senator Porrer. 


re 


her words, the status quo would remain as it 
sas Tar as tne Gas coiInpany is concerned if they became a member of 
combine. 
Mr. Garrerr. I would assume so. I must say that because I have 
examined the situation as it now exists. 
nator Pasrorr. We don’t want you to be to categorical about 
The worst thing in the world is to tie yourself down in the 
‘ireumstances can change. I think the background for my 
and this ought to serve as a background for your 
Phere was some apprehension expressed here about the 
fa single paper with the SEC on this basis: even though it is 
1 toward an exemption which means that you won’t exercise 
jurisdiction over the matter, and they are perfectly willing to be 
bound by that, there may be certain other matters that, because of this 
filing, would then fall under your jurisdiction and they don’t want 
to take that chance. 
I don’t know whether it is a good chance or bad chance. I am 
simply stating here a fact. . 
Mr. Garrerr. We have a fairly well established course of action 
by the Commission with regard to exemptions under section 3 (a) and 
its various subparagraphs. With regard to industrial companies, as 


Tex 
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our exhibits. and some of the state ment in the text show, the exemy) 





tion, would be under section 3 (a) (3). In sueh eases we have not 
interfered in anyway or insofar as the opinions are concerned even 
closely examined the capital structure. Certainly we have not exam 






ined any problems of Integration because they mike no sense with 
regard to an industrial company. ‘Thev presul wablv are not in the 
utility business pr 1h 





Imarily, and what other business they are in Is not 
the business of the Holdine Company Act. Accordinely an industrial 


ympany, as a practicaly matter, needs only to comply with the formal 






1 
> 





requirements of section 5 (a) (3) which we have set out 
With regard to publie utility companies vw 1 apply for exemptior 
inder paragraphs 1 and 2, we have made this dist ) 






which I think are sound, and the Commission has consistently thought 










were sound: With regard to problems of ennital struetw fina 
things of that sort, we have examined the situation to see that ther 
was nothing present which we th . Was ibhorr« tLtoTt! l ) 
the Holding Company Act. 

But with regard to what we refer to as th ecration standard 
that is, whether they are physically integrated or whether they have 
Oas properties AS well AS elect) ce properties, we have not requ red 
idherence to those inte or} ition standard 

So the result of it is t Bik. Sea ote Cr ct ( ew ta Ce 

ror a new exemption De ed upon the acqu on of a ti} 









. ] { . , ial 
i) idiarv. we would have to reexamine the matter financially and 
, } . | ] 
corporatew ise. We would not reexamine it With regard to Gas propel 
A 


ane ; : : 
es, If it was the same as it was wv ntney were granted the exen 







tion before | presume it would enuse no more trouble now than the 





Senator PASTORE. On pare t where vou assert that an amendme 





would be satisfactory to you if it did thus and sO, this is the thing I 






aesire to emphasize : We would Pass this ls nad ot Statute ¢ nly hye ‘Luise 
it would be in the Interest of the public and in the interest of the COn- 






‘ 


sumer and in the interest of this country insofar as the spirit of the 
1954 atomic energy law is concerned, in which the preamble or stated 
philosophy of the law is that it is done to promote the world peace. 
As a matter of fact, evervone recognizes that the President of tl 
United States did, in December 1953, suggest an international agency 







for the development of the peaceful atom. 
The President has recently dedicated 25,000 kilograms of U-235 






for foreign usage. In conjunction with his proposal of the interna 
tional agency, it is obvious that in order to use kilograms of nuclear 
material you have to have reactors in which to burn it, otherwise you 
have nothing. It is like giving a baseball bat to a fellow who has 
noarms. What is he going do with it? 

We have dedicated the fuel, but we ourselves don’t have the reactors 
in which to burn such fuel so as to manufacture electricity. 

The Congress, in enacting such a statute, would implicitly state that 
this is in the public interest. It would be the only motivation that we 
would have. What do you mean by this: 










The exemption be available 





this is the first condition you made 






only upon order of the Commission and only unless and except insofar 
Commission finds the exemption not detrimental to the public interes 
interest of investors or consumers 
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Is golng to be nonprofit, if it is going to be for a term of 


if it is going to be for research only, then how in the world 
ean it ever be detrimental to the investor and consumer unless your 
een 1S merely ad means or method by which you would have con 
tinuing jurisdiction over this entire matter? I am now raising the 
objections that might be raised to the first condition of your suggested 
eX ee If there is any fear of that, we ought not pass an amend- 
ment, I believed we could solve that as a matter of congressional 
policy, in the light of the mere fact that it is nonprofit, the mere 
fact that it is research, the mere fact that it is tiled down to a term 
of years, the mere fact that the President wans this, the mere fact 
that it is good for our a relations, and the mere fact that it is 
aor for our standard of living. All these things are present now : 
these things we know. 

Why do you think there is any danger or anything here that is 
inimical to the public interest? Or the interest of the consumer and 
investor ¢ 

Mr. ArmstronG. I don’t have anything specific in mind on that, 
Senator Pastore, other than the thought that this language is language 
which has been traditi ana in the Holding Company Act pattern, and 
that there nnght be some advantage in having the Securities and Ix 
change Commission om some jurisdiction over the financing arrange 
ments that would be involved insofar as a holding company parent of 
the nonprofit corporation would be concerned. 

Suppose, for example and Tam really just shooting otf the cutf on 
this because T haven't had an opportunity to think it through in de 
taal, and maybe Mr. (rarrett wv oule | have something more TO say Sup 
posing, for example, are ojstered lL hol ling a ly System, with whose 
nancial structure we were deeply and i) tinate ly con io dee ided 
that the experimental not-for proht subsidiary should be of sueh 
magnitude that it would be, let’s say, equal to the whole balance of the 
system, or perhaps should 

It might be that there would be factors there in regard to the statu- 
tory duties of protecting the investor and consumer of the holding 
company system as it now stands that would justify the agency having 
some control over the “not-for-profit experimental subsidiary.’ 

Did you have something to add on that / What did vou have spe- 
cifically im mind, Mr. Garrett ? 

Senator Pasrorr. No, 1 is the very thing that brings any matter to 
the attention or the jurisdiction of the SEC. So it is an exe miption 
| , ally an exemption. If we concede at this time that it is 

nm to the public interest to grant the statutory exemption we 
ought to savy so and not draft it. But if we find that it is in good 
policy, and that it is compatible with the very spirit and the philosophy 
ind the purpose behind the enactment of the 1954 seminal to the 
Atomic nergy Act, and we determ) he that. then I don't think we 
to wobble over it or vacillate over it because then we are setting 
e very thing that is frightening these people off. And we create 
pression here that we are a tually doing something that is in- 

public terest \) fa neither Mr. Potter nor I Want to 


vr Vy vith you on vou! third ee nalition, Your third condition 


se one. There Vou sav: 


evoke the order of exemption if it finds 
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Sw here It comes 10 


finds that the circumstances which gave rise to the issuance of the ordet 


neluding the predominantly research Characteristic 


ot the company, no longer 


is over, and the reactor 
project is getting Into a profitable stage and it is no longer a research 
indertaking and you have a substantial percent of the entire electrical 
mutput of this country tied up in one single venture, vou might find 
then that it was about time the SEC 


Lf you find that, researeh is over, if nonprolit 


stepped into the picture, 
Senator Porrer. Wouldn't vou be protected there if you tied the 
bill down to the research licensing provision of the Atomic Energy 
( olnmission, section 1LO4 4 

Senator Pasrorre. There is a doubt there. I think we have to be 

r with all parties concerned and the fear with section 104 is that be- 
ause of its very nebulous character, in the speculative field that we are 
n in the development of this art, there may come a time when these 

mpanies are actually making current on a profitable basis com- 
petitive with conventional fuels, and vet they would still 
inder a 104 (b) license. 

Do vou see What I mean?’ That is the fear there. All these things 

int happen at the same time. 

Mr. Armstrone. What we are doing here-—and this is a little bit 

ficult from my standpoint because we were writing on page 14 a 
omment on the bill that we hadn't seen in draft and we weren't sure 
f exactly the ideas that might be in it—I am not at all disturbed 
y the proposition wee _ are making, Senator Pastore, because 
What you are Involved 1 as LT understand it, is a statutory finding, a 
nding by the Congress that this type of thing that vou described 
>in the the public interest. 

Senator Pastore. It should be encouraged in the public interest so 
ong as it remains a nonprofit venture, so long as it remains va research 
nd development venture, and so long as we stipulated for a period 
of vears so that vou can get a review of this thing. I wouldn't have 

wide open. 


operate 


anid 
ie research and development idea. | don’t think the statutory 
there being a period of time specified in the statute was in our minds 
when we wrote this 


Mr. Armstrone. We were aware of the not-for-profit notion a 


tT} 


I think it might be possible to draft a piece of legislation along 

se lines, and we ean then take a look at conditions 1 and 2 and see 
f we wanted to stick with it. 

We might advise vou to go ahead with if. 

Senator Pastore. May | make this suggestion then, before I yield 
o Mr. Potter: That we have our statf. and vour staff 

Mr. ArustTRoNna. It would be very oood. 

Senator Pasrorre. There would be no use in doing something here 
it all if in the doing of it we have the same problems which exist 
without doing it. That would be a waste ot time. The presentat On) 
that is made here by these companies is this: After all, you tell us it 
sin the public interest for us to Invest our money In research, We 
recognize the fact that there is no profit im 1. If vou are ny 1nye 


} 
} 


s to get into it, and vou are recognizing the fact that we can't make 
nv money, then why in the world do you want us to subject ourselve 
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to the | len of doing this and doing that? If we grant them a 
exemption, statutorywise, and at the same time we put in all the eo 
we ordinarily would have even without the exem 
actually accomplishing nothing. 
. They might as well file under the exemption law 
ssTORE. They might as well come under your law now be 
could satisfy all present conditions, we wouldn’ | 


exemption. 


for the reg 


mnevuage L would be svmnathetic to vou 
OY oe. ny} ’ 


would have a duplication of 
would pass the exemption. 
‘Commission to go and make 
» public interest would seen 


Arustrronc. The adm strative que tion on that is what stand 
ould we apply / hat do you mean by public interest 4 | 
ce to see 1t aratrte 
Pasrore. Publie interest would mean the fact that this is 
All of us recognize that research must go on. The fact 
\ ot making any money because oft the research is why 
th 2W re oe ] r these concessions. “That is why we felt. both ot us, 


1 


that 5 didn’t gy with4inth Ss parti ‘ula r bill, because we recognized 


the fact that any of these other projects that they are talking about 
the _— lopment of hydroelectric facilities or the | nulding of immense 
steam plants—the minute those are built we realize the fact that there 
isa saree in it. 

Not that we are against profit, but it is A different proposition t] 1an 
we are talking about in 4. The other needs certain supervision. 

Here you have an entirely ditferent element. You have some com- 
panies that today are not considered as public-utility companies being 
encoura oe “1 to come into the research field. As long as the 1 research 
and as leng as the combine is nonprofit, the Congress of the United 
States may state this is in the public interest in view of the fact that 
we need to develop these reactors, 

Now the minute that ceases poe ought to determine when 
research ceases and when the nonprofit phase of this ceases—you ought 
to have a right to review that because then vou are no longer main- 
taining or presery ing the public inte rest. But if you are getting into 
the consideration of tlie consumer and investor that is so wide open, I 
am fearful that might frighten some people away from it in view 
of the fact that they are getting so far away from this field. That 
even goes so far as the concessions the +y might like to have on the tax 
situation. 

If you are familiar with the brief that was filed by Mr. Cisler 
in this Power Reactor Co., they have even set forth the condition that 
the money that is allocated for this research shall be deducted as an 
operating expense of research. It strikes me that even in the Internal 
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Revenue pAenternn: when that ceases, they can’t deduct it any 
meer. There isa tie-in right along the line. The Internal Revenue 
partime nt is not rong to allow these people to deduct expense for 
earch if they are going to begin to make money on the so-called 
research project. So all this is contingent upon what we consider 
» be a research projec es 
If they make a presentation to the effect that this is nonprofit, and 


} 


they make a pre entation to the effect that this is research, 1 don’t 
e how we are Hany Way violating the spirit {the ublic intere Rie 

It you think ys would ke to have you wy so, Decause Mr. Potter 

I don’t think so. if you th ppm ois. danger there, 1 think 


you ought to ay QO. But if you co mnecede that we <¢ yucht to have a 


( 
’ 
| 
I 


tatutory exem oS but as a condition you ought to throw in every- 
hing that now ts the law that would compel these people to come 
ans you for a reason, then Iam afraid we ought to jus st forget 

e whole thing and leave the law exactly as it is. 
Anrmstrona. As I mentioned, we rena th rect your attention 
) the possibility of a rule under the existing law that would permit 
hese objectives to be accomplished. but on the other hand, if you 
centlemen and the Congress feel that a statute alone these lines ex- 


ssing the national publie interest, after all whieh can only be 


x pressed by the Congress, IS what should be qdone, | don't have too 
much difficulty with what you are talking about. 

Senator Pasrorr. I think we ought to get down to cases and draw 
ip an amendment. 

Mr. ArmsrronG. If our stail can be of assistance with your staff 

» draft it, and let us have a look at it, I am sure something could be 
worked out that would be satisfactory along those lines. 

Senator Pastore. Mr. Potter and I have ah realy iwreed that even 

' we report this out, we ought to report it out favorably and with the 
idded recommendation that it should be referred to the Joint Com- 

ittee on Atomic Enc rgy so they could scree it so there is no viola- 

ion there either. 

While I amam rmaber of that committee, I Is Ol ly one other 

ember on this Interstate Committee, and that 1 Mr. Bricker. 

ink the whole 18 members of the Joint Committee oug] 
at it to see that the spirit and the public intere 
talking about is consonant with the spirit of the Atomic Ener 
ind that committee is proficient in that part ular regard, 

Senator Porrer. Mr. Armstrong, has the Commission made a re port 
m the so-called Cole bill which is in the House, which is similar in 

any provisions with the bill Senator Pastore and I have agreed on 
for this bill? 

Mr. ArmstronG. Iam advised by Mr. Meeker, our General Counsel, 
that we have received a request from the committee to comment on the 
bill. It is under study in the General Counsel’s Office, and the report 
is due on June 1. I am personally not familiar with it. 

Do you want to say anything on it? 

Mr. Merxer. I haven’t studied it carefully. 

Senator Porrrer. That contains many of the provisions that Senator 
Pastore and I have been discussing. 

Mr. Garrett. Are you now contempl: iting in this revised section 4 


an amendment which would be obtainable upon order by the Com- 
mission ? 
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orE. Not necessarily. IT would like to hear you 
Opinion You think it is a matter that oueht to co before tl 
Comniissi an ate / 

Mr. Garrerr. Tam eoncerned as we were in our original comment 
ibout there bei wal mAsonably feasible administrative machinery fo 
he Commission to be able to exercise the power under section 3. 

\ company which gets an exemption by order of the Commissioi 


nd remains subject tO certal filine requirements, olves us an 


] S } 
vehicle for reexamination f the time ever comes w! 
1} to reeXalimne., 

Senator Pasrore. What would vou think of this—and TI am think 


necess: 
loud now because no mat < sit down and draft a law off 
thout giving it serious thought and having it studied ans 

analyzed from all of its spects—what would vou think of this: that 
po! certifiention he Aton “Heray Commission to the SEC, that 
such a con or such a company, is jomed together for the purpos 
doin@ thus and so fo onprofit, for research and development 
hat the SEC 1s hereby ted to grant an exemption under the las 
of a pubhe utility holding company in th 

Public Utihty Holding Company Act, or you ean put 

me petit on of the SEC to the A EC: if shall he the duty ot the 


ledlately m1 mtheSEC when those condit ons no longe) 


} 
¢ 


‘the circumstances have changed. so that the SEC may reviev 
» entire matter and mav determine whether or not the exemptior 


mid hye revoked (>? should continue. 

Senator Porrer. The only fear that LT would have with having the 
(Commission erant the order is the fact that we are not accomplhshing 
the thing that the companies claim they waht to accomplish, It 
they have to vO and submit voluminous reports to the Commission. 
then we are not remoy ne the roadblock that they claim they have 

t the present time. In other words, they feel that the Government 
NAS ASI ed them to come 11 and jon Wn this research program. They 
ive doing that. they are spending their own money, they are lending 


their talents to the research program of this kind. They are reluc 


fant. however and a natural reluctance I think you will find ina 
program of this kind—to have any more redtape in their operation 
than they have to have. 

And {wns oress feels it is in the public Interest to exempt then 
from the Pubhe Utility Holding Company Act. and if there is \ 
review. it would seem to me it would be a duplication of effort, par 
ticularly J woul | assume if in order to vel their certifieate they would 
have to file considerable data with the Atomic nergy Commission. 
Whi h should be made available and could he made available to you 
for review purposes to make sure that they come under the exemptiol 
that we would orant in the law. 

Senator Pasrore. In other words, the point we are making, the 
two elements that would be necessary in your determination are 
(1) is it research and development? (2) is it a nonprofit association / 
Those would be the only two elements that would have to be deter 

did you build youn 
boilers, and what is this going to do to your boilers and what is it 
cong to do to youl existing stockholders. 


mined. not how do Vou keep your books and how 
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Of course, after all, they renlize the faet that they 
hot 


putting some money in research from which they may 1 


iny return at all. 

Mr. Garrerr. Of course, as we examine the problem It would not 
be necessary for the Detroit kedison project to request such an exen 
on, even if it were available. 

Senator Pasrore. Let me eet that strareht. 
Do you mean to tell me. from what you understand from the presenta 


I 
t 


] 
they would not have to core 


That is very important 


on of the Power Reactor Co.. that 

der this law in the first place 4 

Mr. Garrerr. Their sponsors are certainly not prima facie holding 
pom out. could not be holding compantres 


OMpansles, and, as we 
inless the Commission instituted a proceeding find them to be 


olding companies, which would require a control over 
he subsidiary on the part of a company avainst wi 
ith others. and would require that 


find that it be necessaryv o} approp! ate in the publ ( 
ASTOTS OF COt mers, that il holdu O- 


we were pro 
eedine. either slone or togel her W 


the Commission 
terest or for the protect Ion ot 1hnvVeé 
ompany obhgation be imposed, and, of course, wu finding would 


be subject to appeal, as all of our orders are United State 
ourt of appeals, 

So that unless the Commission took the 
would not h: 
That is because they 
each of some 26 members ; 
1e number may have changed but that is what the number was as J 
nderstood it, and so long as it is more than 10 the same result would 
one of them would hold more than 10 percent of t] 


initintive, the Power Re 
ctor Development Co., or its sponsor ome to 
sat all as we understand their arrangement. 


ave a membership corporation in whic] 


follow ho 
outstanding securities. 
Query. Whether they hold securities at all. 
But if they do it is not more than 10 percent of the voting securities 


nee each member has 1 vote. 
It is concetvable. theoretically and practically conceivable, that 


the Commission could some day think it necessary to proceed under 
ts power to declare someone with less than 10 percent of the voting 
power nonetheless to be a holding company. 


Mterestin 


Senator Pasrore. That is very &¢, In other words, what 
vou are actually saving is that they don't fall within the purview of 
Utility Holding C‘ompanv Act. because wlile they all 


oht have an interest in this new company that is beine formed 
es that each member thereto 


da 
~( members. not any one of them would have 


ie very charter provid has 1 vote, and 


much as you have 
iore than 10 percent voting power. 
They would have only one twenty 


Mr. Garrerr. One twenty-sixth: 4 percent. 
would hot fall within this act 


sixth votine power, so to speak, 


Senator PASTORE. or that reasore it 
to begin with. 

Mi. (TARRETT. The definition of a h 
Oh pages and 9 of this statement. has a prima 
definition. The primi fev ie defini Is 10 percent or more of the 
Anvbody that holds 10 percent 


dling COM panyv mu { register tus 


holding company. as we explain 
facie and defacto 


TION 
voting’ securities. or more of the vot 
ne securities of na hol a holdine com 
pany or request an exeniption nnder section 3 (a) 
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if the voting securitis 
And the require 
rd to what the Commi 


finding of fact that a particular 
with others, in fact exercise 
‘utility company. 
to file for an exemption ? 
oO dl ) anything, ‘They would 


ib lity that th \ might. 


the Voting powel! ¢ 


proceeding to dec lare them l 


would vou do it / 


I don't know. 
‘r to you would be that we don’t 
» of us—and we are 26—has this 
ly one twenty sixth voting powel 
of the law. We are exempted 


exercises, either alone or i 

ling influence over a public utility 

hough i ‘ss than 10 percent of the voting power 
lity company and if the Commission can find it is neces 
ippropriate in the public interest or for the protection of the 


nsumers that obligations be imposed, then the Commis 


it to be a holding colMpany in pite of its holding les 


‘Commission must find in order to make 

inthe form ofa public order which i 

They won't have to file with your Commission. 

rreTT. We would have to take the initiative and show some 

You don't win a case in the Court of appeals unless you havea 

yor would we ue an order unless we thought we had a case 

n with. 

tor Pasrore. And unless this is being rigged up as a subterfuge 

wouldn’t be any cause for it. 


Garrerr. Certainly not now as we understand the arrange- 


Senator Pasrorr. That clears up the air quite a bit 

Mr. Mureny. Would the fact that one company would buy the 
entire output of the reactor plant col ipel the (Commission to take 
if tion under Zita) i) ( 3B) ( Would that be reg irded Hs controlling 
influence 7 

Mr. Garrerr. It could proy ide the basis for suel proceeding if we 
could also find that some public interest was served by imposing 
holdin Oo company obligations upon the company. 

Senator Pastorr. Detroit Edison is going to buy it all. But the 
price at which it is to be sold and how it Is voing to be sold, of course 
that is to be decided by 26 memberships. So I think that the pur 
pose of the Publie Utility Holding Company Act, is directed to 
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vht of its 


ich member has the valid right to vote, 
; ‘ ; ce 
still don’t see how it would make any ditfere 
re Outpul was eoing to be sold. 
Mr. Garnerr. It would require 
‘ could show vetuial controll 


e othe 


‘ , > ' ? ] } ] 
senatol PoTrer. Wid { the burden 


rARRETT, : 
Murruy. Ilaven't you 
because il COMP 
a controlling imfluence 
mipauny ¢ 
Mr. Garretr. We can't think of any, 

nine our cases for that purpose. But 

itor Pasrorre. It is your statement, 

iter | been presented, aid as it | ly 
vy is true, the tact of the matter is that the 
ll under this 1: | 
Mia. Garretr. That is correct. 
Senator Pasrorre. Could vou answel th 
Mr. Garrerr. Yes: that is correct. 
Senator Porrer. You concur in that, Loo 4 
Mr. ARMstTRONG. Yes. 
Senator Pastore. Tf what they have presented here 


iw unless there omething 


ere isn’t anything more than has been presented, as 
ou now these people would not fall under the act | 
ie-twenty-sixth voting power each ¢ 

Mr. GarretTr. Yes. Mr. Freedman, my assistant director, inform 


i i 
knowledge, has neve actually ae 
] 


e that the ¢ OmmMIssion, to 


his 
lared some company to be a holding company that holds less than 


VU percent of the voting power. 
Mir. ArMsTronG, Or instituted a proceeding for that purpose. 
Mr. Garrerr. We can't say we would never exercise our stat 


power because we don't know Whiat thre facts are vomng to be. 


ias been the history. 
Senator Pasrore. And the only combine that I know of that is be 
roubled by this whole situation is this one that we are talking abe 
I instruct the staff to bring that to the attention of ; 
attorneys. As | said betore, we may not pass a |: 
vill clear the air. 
Is there anything further, Mr. Armstrong / 
ery much. Lf vou feel that there is any furt 
ay gain from your staff or you, 
ullon you. We know that we can 
Mr. Armstrona. In reference té 
our stall on drafting, please call 


29 56— Hg 





ould leon 


\\ hole picture, I 
order to do this 


ind vet the T1th 


{ COMMPAny ana Live 


hey don’t come under the law. I wis! 
n the room to hear this. 


the Detroit iD : Have 


vou agree rdiisag Ith 


brought lp / 
‘ Lestiony of the SIc¢ 
\ite) ull ese DOVS say Wt 


. : 
from the horse’s mout 


ct. 
I stop talking 


Tile Whaat | 
Wwe have hone, 

sayy Il would he foo!) ~} 

of a generating plant, or a hen 


lO CO} trolling Influence It certain|s 


par}yf 


be something more tha 


USSION ot] 
vr Porrer. How would you make that determination? You 
would have to initiate : 


an investigation. 
Mr. Garrerr. Yes 


Mr. ARMSTRONG. Wou 


/ 


Ud you indulge me just 30 seconds more for 
COrC 


nator Pasrorr. Certainly. 


ArMstrRONG. There was some discussion here with regard to 


eth of time that it takes for the SEC to go through its adminis- 
trative proceedings. I would like to observe that we have attached as 
exhibits K, L, and M to our supplementary statement a chronology 
of the Electric Bond & Share case which was particularly mentioned 
here, and letters from Electric Bond & Share Co. to us, and from our 
Division of Corporate Regulation to Electric Bond & Share on that 
subject. I mentioned, when I was here before, that I felt that the 
dispatch with which the Yankee Atomic case had been processed from 
\ugust through November, from hearing to decision, was a matter 
of great credit to the administrative agency, and I believe that these 
documents in reference to the Klectrie Bond & Share proceeding will 
wholly justify the manner in which we handle these proceedings so 
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Senator Pasrorr. May I ask another question, please? In the case 
Ol the Powe} Ren tor Developme 5 £00. 1 do sn't make any ditferen e 
A tO how much ot the hHhonvoting stock a company Owls, if leoitl 
mately, fairly, and without subterfuge, each one of the 26 members 
reeardless of how much STO. kk they owl has an equal ! o}t to vote, 
that is the kind of management that does not fall under the act? 

Mr. Armstrong. That is correct. 

Senator Pasrore. So if Detroit Edison owned 50 percent of the 
tock, but gave equal voice to every participant in that corporation, 


h of the companies equal voice, and there were 26 of them, which 


1 
} 


vould be one twenty sixth im voting power each, that is the dete 
minant factor if it is on the level? 
Mr. Garretrr. It is the percentage of voting securities that they 


1 | aS . ’ } . 
hold. Ih a membership corporation of course you don't owh stoek In 


\¢ strict seTise, and each member holds one vote throueh his member 
s . . 1 
HIps regardless of his dollar value. 


senator Porrer. Would the administi ition of the reactor company, 
suming for example that Detroit Edison owned 50 percent of the 
stock, and also assumit g that 50 percent of the management personnel 
were Detroit Edison, but approved by the votes of the 26 other com 
prunes, would that be a factor that would be considered as to whether 
they come under the Publi Utility Holding Company Act or not ¢ 

Mr. Garrerr. If they hold 50 percent or more of the voting securi 

sy would you sald 50 percent of the stock ? I am taking it 

ri ense in which they hola aU percent of the VOune stor k., but 

nevertheless give a voice In management to the other persons. In 

ih a case as that they would be prima facie a holding company and 

would require a finding of the Commission of noncontrol, whieh is 
ilso possible. 

Senator Pasrore. There is an element of influence anyway. 

Mr. Armsrrone. By reason of exceeding 10 percent. 

Senator Pasrore. [ think we have head adequately on this. Thank 
you very much. 

Mr. ArmsrronG. Thank you, gentlemen. 

Senator PASTORE. [ would like LO hear now from Mr. Blythe Stason 
who 1s here. Ile is the dean of law school at the University of Michi- 
Cah. 

I will tell you very frankly, gentlemen, I know that you are very 
busy people but it might be worth your while to stay here another 5 
or 10 minutes and listen to the Dean because I think the issues will be 
joined. 

You May proceed in any Way vou like, Dean. I do hope that you 
will direct some of your comments to the points that we have raised 


here this morning. 


STATEMENT OF E. BLYTHE STASON, DEAN OF THE LAW SCHOOL 
OF THE UNIVERSITY OF MICHIGAN 


Mr. Srason. Certainly, Senator Pastore. 

Mr. ARMSTRONG. excuse mie, Mr. ( ‘hairman. We would be olad 
stay. The Commission would be glad to stay if you desire. But I 
wonder if we might let the Commissioners present go back to do ow 
work at the table. We will leave Mr. Garrett and his staff group 
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Let’s have Mr. Garrett 


ohted to have a noted Mich 


t 


the committee. 
are very loyal to our 


here before 
! 
i@rs 


1 

higane 

the so enalled Power Reactor De 

1 mentions d iS a nonprofit corporation, 
| sand others are industrial 


terested in Senate bill 2643. Iam how 
somewhat different reason. Iam the 

higan Law School and during the past 

hive bee} eng iced 11) all hanner of stud- 

ceful uses of atomic energy. 

vhich we have been stu lying are tnose 

are to be presented by this new industry. 

. ittle over. we omplete d a sub tantial study 

‘very question tha ere under discussion, namely the applica 
rf th Publ] wy Holdi } Company Act. to the corporate 


] 


res that were bein elssed at that time for the development of 
‘arch program ntial to the development of atomie enter 
The truth is that we foresaw his diffier ya couple of year Saco when 

t started to work on the problem. 
ldre Sing myself LO >. POH45 | wish to limit my consideration To 

t only. 

nothing whatsoever about the problems of section 5. More- 
‘r, T wish to support section 4 in a limited form, a considerably lim 
ed form. My interest extends only to the proposition that research 
Lr deve lopme} tal projects in the atomie power field should not be 
deemed public utilities, within the meaning of the Public Utility Hold- 


Ing Comp ny A ft, at least so long as they remain in the research de- 


velopment and nonprofit stage And so limited, I feel that section 4 
isa very desirable amendment to the Public Utility Holding Company 
Act to promote progress in the atomie field. 

May I comment vi ry by) efly at this pom concerning the testimony 
of Commissioner Armstrone and the others who have precededt me 
Much that thev have said, of course, is quite the kind of thing that will 
help to promote the enterprise in which we are interested. I can’t 
help b { fer l. however, that they have nunderemphasized one of the 
ispects of section 2 of the Pubhe Utility Holding Company Act. 

Section 2 we might examine i@ht at this moment. Section 2 defines 
the various terms used In the wel Sul section o defines the electric 
utility company. More importantly, however, subsection 7 defines 
what is meant by a holding company. 

\ holding company may arise under subsection 7 in either one of 
two ways. It may arise under part A if any company which directlv 
or indirectly owns, contre ls. or holds with power to vote. 10 percent 
or more of the outstanding voting securitis of a public utility company. 


We were talking about that. But section 7 also provides that 


ter noticing an opportunity for 
or pursuant to an arrange 
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rstanding with or 

management or 
‘ry ap 

rr consumers 


limits imposed 


s quoting from section 2 


So a holding company may be found to ex 


P 1 
10 percent or more of the voting 


r 
} 
I 


€ om missio 
ind — there is this controlli 
ind PPpreprens. 

Senator Pasrorr. May I ask a question at this point? 

Mr. Stason. Certainly. 

PASTORE. Can you conceive aI situation where that would 
he company that we are talking about? I am getting 
ifics, — are a trustee of that company. You are 
se : at. It w: or@anized by 26 different companies from 

itirely different fields in some respects. Each one is given an equal 

{ hg power. Where would you ever assume in that setup that aly 
one or any group of the 26 might exercise an influence over the others 
o as to deprive them of their equal share of vote? 

Mr. Stason. I am sure they would never be deprived of their equal 

re of vote, 


iy iIniluence | hich makes it nece 


1 
t} 
‘ 


Senator Pasrore. Therefore you hi ie nothing to worry about. 

Mr. Srason. But I think they might be held by the Securities and 
ix hange ( ommiussion to come under subse ‘tion 7 3, the controlli Oo 
nduence section. 

Senator Pasrorr, All right, but if that is so, wot ildn *’t the burden 
of proof be upon them? Wouldn’t they have to initiate a procedure, 
ind you would have your day in court showing that they are abso 

lutely worng ¢ 

Mr. Stason. This is correct. It would be possible for them to 
nitiate procedures certainly. It would be possible for Pre to find a 
ontrolling influence. If one of the companies buys all of the product 
f one of the companie ~ as would be true in this instance, has tun im- 
mediate juxt: Lposition to the power reactor plant a generating plant, 

f there is an intermingling of the employees, the statf members, if 
there are oflicers on the reactor plant roster that are also on the roster of 
he Detroit-Edison Co., to be specific, all of “e e are factors which the 
SEC ean and would take into consideration } n determining whether 
or not there is this controlling influence. 

Senator Pastore. But they would have to go to court and prove it ¢ 

Mr. Stason. Certainly. 

Senator Pasrorr. And if we gave you a statutory exemption the 
Attorney General of the United States could always come alien @ and 
nstitute a suit against you saying you are not entitled to it unde: 
the law. You are always up against someone challenging it. 

But the fact that I believe ought to be controlling here is the 
consciousness to the effect that you don’t intend to violate the law 
and that you are not doing these things that they might accuse you 
of doing because that is not the purpose for which you are organized. 
We can begin to imagine a great deal of things that would lead us 
to all kinds of situations. ut if indeed each 1 L company will have 
equal voting power, and you have 26 companies, why should 1 be 
afraid of the possibility that the SEC which has much other business 





uation when it is 


ferent companie 


about this, if I Way. 

hii { ) companies involved. 
in some other instances. It may 
10 percent of the voting authority 
That is one point. But then the 
ind double underscore is this: that 
nething. Controlling influencs 
‘reent of the voting authority. 


ome more than 


\ ot then embe l 


must me 
lf must mena il does indeed mean some 
thing different. 

A controlling interest may exist ind be perfectly leoitimate and 


ye rfect]y hone and perfectly open and aboveboard, evel. though 


the voting strength is less than 10 percent. 
Senator PASTORE. | would like to have s ymebody give me a specific 
it would be. That is what I have been trying to find out. 


Is it cor templated or 3s if you position that 
ye ; 9 


ise of what 
Senator Porvrer. 
Detroit-Edison would be t) ole purchaser of the fuel, of the energy 


Also ass 


vill be lt) CX ‘hag eo of Mahnagement personnel, 
of tech | QO) ne] from t| ce Detroit Medi on with the Reactor orn 
Mr. Srason. Each will be paying its own staffemployees. But they 
\ 1] be Wy the ine build hg complex, they will be working together. 
Senator Porrer. It might be that Detroit Edison would have a larger 
have erenater management 


Cal pel 


umber of hahavgement pel onnel, and 


withority than some of the other companies 


Mr. Stason. That 

Senator Porrer. Those would be fa it you fee] nueht move 
(13), to come in and say, 

ity Holding Company Act”, 

: ) rectly ? 

Mr. Srason. Yes, sir. This is my belief. These, then, are factors 


bes 
it mav be taken into aceount by the Comn on and the Commis 


Ol, mM oh concel ibly find l controlling influence. What are these 
factors? Let’s name them. The purchase of the entire output of 
f the factors, The fact that the product, the elec- 


elect! ty mie ¢ 
tricity which is generated. will be serving the same consumer area 1s 


another factor. The fact that the generating building and equip 


1: 1 
lnimediately adyace 


( 
(7 
] 
! 


The (‘omm lO, under SeCTIO - «o) 
“You are in violation of the Public Uti 


ind initiate suit Am I followine vour discourse col 


nt to the reactor and it associated fa 


The proximity of the two alone will be a factor to take into 


ount. 
The fact that the president of the Detroit Edison Co. is also 
tor Development Co. is something that 


pres dent of the Power Rea 
m eht be taken into account. 

Indeed, the fact that Walker Cisler h 
movers in this whole development of peaceful use of atomic energy, 


ind he is also the president of the Detroit Edison Co. is one of the 
] 


factors that might be taken into account. 
All of these are factors that the Commission might take into ac- 
. controlling influence exists. 


ount in determining whether or not a 
And 1 don’t think the facet that they would find that a controlling 


nfluence exists would be surprising under such circumstances, or that 


‘ry has been one of the prime 


t 
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would indicate any invidious 
ce does not mean 51 percent of the stock. Somethi Go 
in be a controlling influence under the SEC authority 

e Public Utility Holding Company Act. . 

Senator Pasrorre. Let’s as ume that wl it vou say true, Let’ 

ume that there is a controlling Interest On the part of the Detroit 
Iedison (56. over the other 25 members. and that the stockholders of 
he other 25 are putting up their eood money in order to invest in this 
esearch. ‘Then why shouldn’t it come under the jurisdiction of the 
SEC? Lf we have a situation here that we interest the monev of 26 
lifferent companies on this joint venture——and after all we are taking 
heir money and USING it for research without profit and then it 
rns out that 1 of the 26 companies begins to run the whole show, 
yh shouldn’t it come under the SEC in order to protect the stock 
olders of the other 25 companies / 

You are actually pointing up a situation where it becomes the duty 
f Government to supervise. If there is undue influence on the part 
if one company or a group of companies in order to run a show where 
tockholders’ Money of other companies Is by he used, and they 
ont have equal voice in the use of that money, it strikes me that 
ich is one oft the eases that ought to come under the SiC. 

Mr. STASON. This IS precisely the po ht to whi ‘hh | wish to direct 

y testimony. And if LT may proceed I will try to clear that point. 

Senator Pasrorr. Yes. 

Mr. Stason. The Power Reactor Development Co. is a research 
na developmental oreanizat ion endenavorn “to solve some of the prin 
pal technological problems involved in the use of heat from atomie 
mrees to generate electric power. The expense will be very con 
derable, and it cannot be borne by any one company. A joint enter 


rise with contributions from many sources is essential. The com 


yuna proposes to build a fast breeder reactor Dl wit which will Cost 


pproxmnately S40 million. 
It will supply heat to make steam for turbines in an integrated 
it separately owned generating plant which will be constructed, 
vned, and operated by the Detroit Edison Co. This division of 
netion will help to reduce the capital investment of the Power 
Rea tor Development C0... and It will be accomplished \\ ithout nate 
i} addition to overall costs either for capi il investment or operation. 
The Detroit Edison Co. will purchase steam from the Power Re 
tor Development Co. paying ad price equivalent to the cost of similar 
uantities of steam derived from COnVvebt onul SOULTCES, The Michigan 
Public Service Commission will have full control over this price so 
public interest 1s fully protected. 
The Power Renetor Development Co. prog Wh is an hiporta tone 
rom the standpoint of progress In the acquisition oft « ompetitn ele 
power from ntomire sourees, The breeder renciol Is tl vy anced d 
vl It 1s the dlesten that in the lo vr run is mo { likely {oO produ e 


heaper electric power ana at the same time to make eflicient use of 
ranium source materials. Yet in the present stage of development it 


. . pee 2. 4 ’ 
ite impossible for the breeder reactor, or indeed any other Kind of 


itomie reactor, to be built and to operate in the | nited States ona ba 
conomically competitive with conventional sources, which in most 

parts of this country afford relatively inexpensive electric power. 
here are too many technical problems unsolved: the cost of design 





HOLDING COMPANY ACT, 1935 


a apps ‘atus is too great; th 
a ent Es aniea are far to 
Paxton ve research and developme: 

e prok lems. The Power Reactor Deve 

t} 

imony I me principal point; namely, | 
even prohibiting character of the burde 
arch programs as that of the Powe 

. unless a suitable amendment Is written in 

o Company Act. 

question in any way the great value of th 
Act. It is a measure which wa 

iy about a regulation and even thx 
en sin the public utility industry 

ite serious regulatory problems for the 

The act re ‘culated and even prohibites 
etures which in the mid-1930’s resulte 
‘exorbitant profits without corresponding 
vestors, The general purposes of the a 
They deser ved support at the time of enact 


ry desirable part of the governmental 


no reason whatsoever to conclude that projects 
Powel Ri tor Development C'o, will run ecounter 

s and objectives of the Public Utility Holding Com 

is no possibility of speculation—which is one of 

he act because there are no securities being sold 
There is no possibility of profits, inordinate or other 


is a research program with the certainty that many 
lars to be invested in it (probably about $25 million 
otf as expe ndable in the interest of devel 
A = the production ot electric energy 
a for the tax-deduction privileg 

| Revenue Department. 
it may be obtal ned under the PRD¢ 
avallable to all. This is so specified 
Even if there are any assets of value 
\ laws provide that th ‘\ shall not aceru 
distributed to one or more nonprofit or 
rganized and operated exclusively for charitable, scien 
ucational purposes. I recite all of these facts in order t 
get them very clearly before us. The gains to the members will not 
take the form of dollar profit, but rather of technological accomplish 
ment and acquisition of understanding of a new and challenging field 
I point this out to indicate that it is not the kind of program that falls 
within the purposes and objectives of the Publie Utility Holding 
Company Act. Nor does it = within the congressional intent with 
espect to that act. To exen it there om then is in no wi ly a 
diminution of the general scope, ‘ouiiane and objectives of that worth- 

while measure. 

It isa fi act, however, that the definition of the term “electric utility 
company,’ as set forth in section 2 (a) (3), of the Public Utility 
Holding Company Act, embraces a research organization like that of 
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he Power Keactor Development . r he )] any will Owl 
1d Operate “facilities used tor the e al li I tric energy fol 


ile. You will note that section 2 (a ies “electric utility 
ompany” to mean “any company which own perates facilities 
ed for the generation, transniission, or distribution of electric energy 
Ol sale.” ‘Lhis isa facility that will be so used, And therefore the 
Public Utihty Holding Company Act does cover in the definitic 
ectric utility conipalhy the kind of Operatio 5 s) 
yy the Power Reactor Development Co. 
Moreover, the members parlicipat ing inthe Power Reactor J] levelop- 
ient Co., or at least some of them, May perhap e heid by the Com 


HISSION, aS a CONSequence ot participation, to be “holdin: comipal les” 
inder the Public Utility Hoiding Company Act. Section 2 (a) (7) 


13) of the act prescribes that the term “hold ng Ccohipany > shall in- 
1Uac-— 
ny person (including any company) which t] mmission determines after 
otice aud opportunity for hearing, directly or indirectly to exercise (either 
me or pursuant to an arrangement or understanding with one or more other 
ersous) such a controlling influence over the management or policies of any 
iblie utility or holding company as to make it necessary or appropriate in the 
iblic interest or for the protection of investors or consumers that such person 
e subject to the obligations, duties, and liabilities imposed in this tithe upon 
lding Companies, 
\pplying this language to the Power Reactor Development Co., not- 
; ; ; 
ithstanding the fact that it Is a nonprofit corporation and the fur- 
fact that the members will not own “securities” a —— in the 
, and each will have but one vote with respect to al OMpany act 
evertheless the Securities and Exchange Commission mav hold the 
nembers or some of them to be “holdin 2 companies,” if it decides that 
the “controlling influence” is present. 
Phat contains language quite like th: ap. 1) (7) (B) and pro- 
? . 1 
ides that any company which the Commis 


etermines to be subject to a controlling influence, directly or indirectly, 


yy a holding company may be held to be a subsidiary company if 
he Commission finds— 
t necessary or appropriate in the public interest or for the protection of investors 
ir consumers that such person be subject to the obligations, mune, and liabilities 
imposed in this title upon subsidiary companies of holdin Oo! nies. 

Accordingly, the — of the Public { tility Holdin 1g Company 
\ct May be neponed: | Vv the Commission upol the Power Reactor 
Development Co. as a subsidiary to holding companies and also upon 
some or all of the me ashe rs as holding companies themselves. Further 
nore, attention must be called to the fact that the burdens of the act 
will be applicable to the holding companies not only with respect to 
their relationships to the subsidiary but also and, indeed, most im- 
portantly with respect to all of their corporate t ransactions for what- 
ever purposes and however connected. So that each of the companies 
held to be a holding company would be obliged to carry out the 
provisions of the Public Utility Holding Company Act with respect to 
ll of their operations. 

We are told that the members of the joint enterprise simply will not 
voluntarily assume these burdens. If they are not already subject to 
the Public Utility Holding Company Act for other reasons, they will 





HOLDING COMPANY Acer. Oa! 


enterprise let us see why this is the cass 

‘apparent froma simple listing of the obliga 

Companie and subsidiaries by the aet 

ire doubtless well known to vou, but a brie! 
nt perteetiv clear. The pri 


SEC: Section 5 of the act requires a 
ed by the act to register with the Securiti 
‘The reoistration statement must mehuce 
nh respect to each holding company sett 
t indentures, morteng@es, underwt 
cle nents: mad. in addition. the Con 
ition with respect to the organization anc 
» the terms, position, rights, and privileges of differ 
the directo and officer ‘ togethe with then 
remuneration, any bonuses and profitsharing arrangements all mate 
rial contract : balance sheet ; profit and loss stutements, and any ot) 
information that the Commission may prescribe, 

(2) Issuance of securities: Section 6 of the act provides tliat it 
nlawful for a registered holding company or a subsidiary thereot 

on of the Securities and iexehuai ve ( ‘ommission to is 

iter priorities, preferences, or voting powe! 
(3 wisition of securities and utility assets: Section 9 of the net 
provict at a registered holding company must obtain Commission 
approval for the WeQuISITION of securities or utility assets or ottiel 
Interests In any business. 

(4) Intercompany loans, and so forth: Section 12 of the act co 
Tad a number of limitations. Loans Dy the compantes in the same 
holding company system are subject to SEC approval: the Commissio 

approve the paviniel { of dy idends, the redemption or UCGuISI1O! 
oldu gy company of its own ecurities, and the sale of secur 

public utility companies and utility assets. AT] proxy solieitat i 

ubject to SEC regulation Transactions between the companre 


t hic ame holdn gy COIMpPany system are subject to reoulations ot 


(Commission regarding reports, accounts, Costs, maintenance of com 
petitive conditions, disclo ure of interests, duration of contracts, and 
Oo forth. 

(5) Intercomp: 1 Ty . sales and contract Under section 15 


the pel formal ce ; 1") » St 1S ana construction eontracts bv hold 


ng companies or mutual service companies ts 
placed under stringent Commission regulation particularly as to cost 
allocation 

(6) Report = According fo section 14 of the act rather detailed perio 
die reports must be filed with the SEC by every registered holding 
company. It should be reemphasized that these reports must cover not 
or ly the immediate relationships with the subsidiary, in this case 
the atonne research projec A but also all other business of the COMPANy 

(7) Aceounts and records ‘Section 15 requires the holding companies 
to keep certain records and accounts and the Commission may require 
that eeounts, cost-accounting procedure Bs correspondence, memo 
randa, papers, books, etc., be kept in a form and manner prescribed by 
the Commission. "The Commission has in fact exercised its powers to 


{ 


prescribe a uniform system of accounting for holding companies 


a 
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(AS) (Oflicers. directors. etc. : Section 17 ot the act provides 
every oflicer or director of al reaistered holding company must file i 
statement concerning his ownership of securities in each such holding 
company Or subsidiary COMPA and all changes in ownership must 
likewise be reported to the Commission. 

These are some of the principal burdens imposed upon holdin 
companies and subsidiary companies under the provisions of the Pub 
lie Utility Ilolding Company Act. They are, of course, essential pro 
visions to achieve the purposes of the act with 1 respect to companie 
properly within the intent of Coneress and t he purposes m mind, Yet 
it is certainty understandable why companies that are not already sub 
rect tothe act do not wish to become so involved. It is not that they dle 
sire to avoid necessary regulation in the publie interest: but since they 
ire not within the intended purpose and objectives of the ACT, they 
Very naturally do not wish to be subject to the burdens which I have 
mentioned, 

The members of the Power Reactor Development Co. are undertak 
ing il substantial financial outl: L\ to shauinibe ane arly deve si 8 nt of 
atomic electric power, and the country will enjoy the benefits of a new 
source of ¢ ry itilizable for this Hnportant purpose. The eciee 
will cost ate nmilllions ot dollars. There will be ho profits in the 
ordinary sense. As T have already said, the principal gains will take 
the form of knowledge, understanding, and progress. If the members 
wish to avoid adding to the millions to be spent on technological 
search a still further expenditure of time, effort, and money necessary 
to comply with SEC regulations designed for wholly different pur 
poses and not imtended by Congress to apply to such undertakings, it 
is quite understandable. Unless they can avoid this added burden, 
they may very naturally refuse to participate. Progress in the atom 
area will be seriously impaired. 

It may be said that the parties could apply for exemption undet 
section 3 of the act, and that sueh exe mptions might or probably would 


be granted by the Commission. Ilowever, even this requirement is 
expe nsive and burdensome 1 in time and effort, uncertam as to outeome 
and unsatisfactory as an alternative. The Yankee Electrie Co 
opinion, to which reference has been made in the testimony of others. 
indicates that the SEC will not be unwilling to erant exemptions in 


cases 1D whi lh section 3 of the act warrants it. However, section 3 1s 
inapplicable to the circumstances of many of the mem ibe of the 
Power Reactor Development Co. and possib 1 other groups ths it are Ol 
may be formed with like organization and purposes, Moreover, an 
exemption order is always subject to revocation, in which event the 
member partie Ipant who wishes to avoid the added burden must not 
only withdraw from membership but also lose his contribution. The 
exemp ‘tion order is not an adequate substitute. 

The best and the surest w: ay to promote private research and deve 
opment in this atomic field is to enact a specific statutory proxisio 
excluding moapeay research projects from the cove rage of the Publi 
Utility Holdin £ Company Act. The statutory amendment can ad 
shoul. | be of a limited character—limited to the research and deve lop 
ment stage and limited to nonprofit operations. Necessary attention 
must be given to the manner of determining when the stage of research 
and development comes to an end and the stage of normal commercial 
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an easy determination to make, esp 
at it involves such uncertain quantities as 
depre ation, lesce) ce, and amortization of past losses. 
‘an-cutl statutory way of hat dling the matter 1s to establish a 
\ for t e developmental license or franchise. In 
period of 15 years is probably adequate, 
would , a iple: and, if desired, ap 
added to provide for extensions ot 


yropriate word 
he period upon 


{ 


¢ being mad 

limited, e amendment cannot possibly impair the general objec 
ives of the Public Utility Holding Company Act, which was never 
ntended to include such ituat . Such an amendment will greatly 
facilitate joint research projects, permitting funds to become available 
thre Ueh pr oline ot resources to fin ince the developmental work neces 

sary to get the promising new industry underw: 
Senator Past the reason which I am intensely inter 
sted in tl because of m1 membe ship on the Joint Committee for 
Atomic Ine gy ana 1 ‘rm for the proper development of the 
; atom, in whi 1) ve heen very, ve ry much intere ted. I 
Sponsor oh bill becnuse I felt we ouecht to remove all 
in order to vel the proper Initiative and 
ler to bring it to its proper fusion 
ind de) elopmen it, of 1 . there are two extremes that can be 

sumed in any one of these cases. 

I tell you very frankly much of the drive behind S. 2643 has been 
because of the Power Ren tor Ce oe I know that we can 
assume many things that possibly are not there in order to make this 


mipetu 


more difficult to solve. But if indeed it is not eee any one 
member to influence the control of this « compan , and if we : ready 
have a statement here on the part of the SEC ; a the people who run 
the SEC tothe effect th t if everything that you have already told us 
and about everything has been told, especially | ry Walker Cisler—as to 
organization is and what its purpose is, then why must we 

s of the ited States create the impression that there 1s 
rtothis fear | 

We have the assur: ‘re on the part of the SEC that you don’t 
come under the Hol ta Company Act. Then why must we assume 
that we are going to have a | tj ie if everybody admits that there 


| 
ometh 


isno hard time at all ? 

Why build up our own barriers ? I am trying to break them down, 
and it seems that here people are trying to build them up. 

[ tell you very frankly, we have no other combinations. Asa matter 
of fact, before our Jo nt (‘ommittee on Atomic nergy the other day 

vhen we had a representative of the Consolidated Edison Co., I asked 
him spec fieally if he had any worries on the Public Utility Hol ling 
( fompany Act. He said “No, because we are coing to own it outright.” 

Mr. Stason. They will own it all themselves. 

Senator Pastore. Here we have the proposition where 26 companies 
will each hold one twenty xth voting power. The presentations 
have all been made here. You have even presented your situation to 
the Internal Revenue Service and are waiting for an administrative 
decision as to whether or not this research money can be charged off 
as an operating expense. a. you have all these things and you have 
all these assurances. I wonder how judicious it is and wise, at this 





filme, | ime 1@ SON 

mental ; ne U! yuaht to be 

leve haenel of atomic energy as the 

“is the Jot Committee on \tomiue . y } 

Senator Pastore. How wise is it to beg build up these bogey 

Are we not actually Making 2 very ty } take when we are 

ssured here that there is nothi © 10 this § The SEC seems 
‘These people don’t even have to come b re us.” If what they 
$s true, if what they say is a fact, what are you worrying about ¢ "That 
is the testimony we had this morning. And you people who are inter 
ested in the elimination of these obstacles come in here and say even 
though the y lon’t Say there are auny obstacles there, we think there are 

1 wonder sometimes 1f our fears actually don't operate to haunt us 
vhen they shouldn’t. 

Mr. Srason. ‘The answer to this inquiry is very clear. The Com 
mission has the power under the controlling influence section, to find 
. controlling influence and subject the person who is found to possess 
that controlling influence to all of the burdens of the Publie Utility 
Llol ling G oOmpany Act, not only with respect to the relations of the 
hol« ling company as to the PRDC, but also with respect to all of its 
other transactions. ‘The Commission has that power. 

Senator Pastore. But you have a power, too, You have the power 
of appeal. You have a power of bringing your case before the Con 
gress of the United States, and you have the power to bring your case 
before the courts of the United States. The Congress of he United 
States has the power to re peal an exemption next year, if vrants it 
this year. We are talking about power. ‘The power is in ays there 
and it should be there, but after all, this power is based upon a factual 
situation which you yourself have said you don’t expect to a into, 

Mr. Srason. I intended to say, Senator Pastore, that the situation 
of the PRDC is not within the general purport, objectives, and pur 
poses of the Pubhe Utility Hok ling C ompany Act. This is not at 
all the kind of thing that the Public U tility Holding Company Act 
was created to prevent, ‘That being the case, it is quite understandable 
why companies will not voluntarily assume the obligations of the 
Public Utility Holding Company Act. They don’t want to undertake 
an enterpr ise that will i Impose upon them the burdens that m: Ly result 
from a holding of the SIC to the etfect that there is a controlling 
influence, 

Senator Pasrorr. I realize that and now, speaking as a lawyer 
ecause I, too, am a lawyer—I go along with the philosophical point 
that you are trying to develop. 1 quite agree with you. But, on the 
other hand as a politician, and sometimes we have to be practical, too, 
[ do hope that none of your companies = take the position here of 
being so stubborn or being so obstinate or being so frightened as to 
vet themselves into a position of saying it is either our way or no 
way at all; you either give us an exemption here, even though we hay 
nothing to worry about, or otherwise we won't get into this field 
That would be an unfortunate situation, too. 

After all, we have been presented with a brochure that pretty well 
spells out specifically what this combine is going to do and what it 
intends to do. The members who have the responsibility of admin 
istering the SEC law have come here and said if this is a fact, the 


| 





HOLDING COMPANY ACT, 1935 


member companies have miei worry about, they don’t come under 
] 


our jurisdiction; they can go ahead and begin to operate tomorrow, 
I hope that in presenting this case we don't create the lmpression 


ress that there may be an ulterior motive here that alone 

e to change the law that everybody admits doesn’t 

‘hat would be , unfortunate. Because then somebody 

there may . 1 ulterior al ole here. We don't Want to 
Impression. 

Porrer. I assume _ the fears that some may have are 

‘act that Detroit Edison will be buying the power; that 

the president of Detroit ison has been one of the vreatest factors 

n developing the company in the first place; he al o will be president 

“the new company: and I assume that Detroit Edison will assume 


the desi 


large respons bility 1] the leadership, manrgement leadership, ot 
this new company ‘that that leaders hip could] pe cons trued by the ¢ ‘om 
mission as influence And therefore. while an exemption may be 
granted by possib ly the present Commission, the companie s that would 
he particip: ing In the program would have the fear that action could 
be taken. whi » I quite agree with Senator Pastore that even with 
iInexempttlo ae congressional action, that doesn’t of course necessarily 
mean it ; One Cor oeress Can undo what a previous (Congress 
has done. 

I think over and above this, however, there is anothe cee mip It 
is the testimony we have had and I believe you h aan at In your 
testimony that the Pubhe Utility Holding ( ompany Act was never 
ntended to « over situations of this kind. Irrespective of this reactor 
ensnpens of which you are a trustee, and which is primarily concerned 
with the problem today. if a company of this kind was never intended 
to come under the Public » Utility Holding ¢ Company Act . then if that 
wonld alleviate any doubts in their minds. is it your contention that 
I should be spelled out. the exemption should be spe lled out in 1}: Ww ; 

Mr. STAson. Yes. Senator Potter. That is precisely i‘. If the 
poli v of the Pubhie Utility Holding Company Act does not embrace 
this kind of ee there can be no adverse effect on public interest 
bv stating that nolhiey In such a way that this enterprise cannot be 
drawn within the burdens of the Publie Utility Hol ling ¢ vompany 
Act. 

With al] lve resnect To t} e renresentatives af the Commission who 
have asserted that thev did not believe that the PRDC would be subject 
to these burdens. I think it is possible for one to say with reason that 
this is not the Commission spen vkine, and even if it were the present 
Commission speaking, there could he another Commission with quite 
different ideas in another net iod of time 

And accordinely there is this potel tial possibility of the burdens of 
the Public Utility Holding Company Act being dropped upon this 
enterprise and not only unon the e1 terprise, but upon all of the other 
| USI] ess of the participants in the enterpris 

In mv jndement it does not answer that argument to sav that the 

mieht not he ld that there was jurisdiction over the enter- 
‘he fact is that they have the nower to hold that it is within 
the jurisdiction of the SEC. AQ d if they do hold that. then unless it 
s reversed bv a court of course ind that as we know isa long, arduous, 


. : . ‘ : 
rnd uneerta process those burdens are going to be imposed. 





AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 1935 459 


Senator PAsvore. Let’s a sume that the ¢ ommiuission initiated act on 
to bring vou under the Public Utility Holdine Company Act and 
lecided after a hearme that you did come under tt and vou took 1 
ppeal from. it. You still don’t come under it until that apnea 


| rmed hy the eourt. Fundamentally this is very lnportant to me 


iuse | would like to see these riohts of all \merient preserved 


1 


n't a question of arbitrary decision on the part of the Seeuritic 

exchange Commission to put you under them. They could decide vou 
ould come ul der it. they could pet rion that you do come Ww dey if 
You could petition against that and if decided against vou. vou could 
ke an appeal and, unless sustained b * | 
naier it. 

Mir. Stason. That is correct. Ilowever, 

ret be ally conclusive and the act apy lies wm l 

Senator Pasrore. [ want the record to show 1 
further that while I go along with many of the thing 

ud—and I am just doing this to develop the record 
i estions will be asked, not by Mr. Potter or n 
embers of the committee and by other Member 

want tosay this: When we first started these heari it was the posi- 
?} ot t hie people connected with this Powel R ‘ ( 1) velop) ent 
(Co. that the minute they formed this association they would have to 
tile. That is no longer the ease. You and ! agree th t there need be 
o filing here because you don’t come under the reel ule. The 
only thing that you are afraid of now is under this su ction (B) of 
ection 7, that later on, after giving you notice and a opportunity to 
e heard, they could question some of the oy erate il set pot th Snew 
mbine and say that there is a controlling influence on mangament 
ipart from stock ownership, and for that renson the corporation oueht 
o come under the act, which of course you can resist before the SEC 
und take an appeal to the Court. We are agreed on that now 

When Mr. Holley came before us he said he wouldn't petition the 
SEC foranexemption. Weare no longer met withthat problem. We 
ire all anoreed how that there is no question on his part ot filiy ra peti 
tion for an exemption. The only fear now expressed is that under 
subsection 7 (B) that later on, after you get operating on this new 
ombination, that SEC might come in and say that we feel there Is at 
nfluence on management over and above the 10 percent and for that 
reason vou ought to come under the act. But we are agreed that the 
burden of proof then shifts to the SEC, with relation to the Power 
Reactor Co. 

I wanted the record to show that. If you d 
[ wish you would say so. I think the characte 
has changed a little bit from when we started this mor 

uirden of proof has shifted somehow. 

Mr. STASON. We s| ould get the entire section T( 3) into the re ord. 

Senator Pasrore. Yes. At this point the reporter will insert in the 
ecord all of subsection 7 of section ! 

Mr. Srason. Section 2 (a) (7) (13). 

(Section 2 (a) (7) (B) of the act foll 

7) “Holding company’ mea 

iTLY mpany whic 
10 per ¢ 





ad for 


preced 
preced 


pplica 
upon the applier 
such applieati 
m hereunder, the 
and opportunity for 
} on As n condition te 
mand as apart of any such orde 
enlly for a renewa 
thines, in respect of 
officers and dire 
ationships, and sub 
or intereorporate 
find necessary or apprt 
the conditions specified it 
od for which such order i 
upon application of the 
uch Company not to be 
l m specified in clause 


I 


odify the term 


re¢ Irv to insure 


ns specified in clauses (i), (ii), and 


which such order is effective. Any 


ne 


sentence shall be by order. 


it that from what has been presented 


A, he question arises under 


. T 
On ition that i 


the Joint (com 





if beMN 


Mr. Muri 
pplication / 

Mr. Srason. Ye 
Mr. Murptty. 


Ol trolling Influence 
embers of the compa 1) 
publie interest, but still accor 


nission consid r bring he iui 
pany Act? 

Mr. Srason. Yes. And this 
moments ago: That without a 


ontrary to the public interest, thi 


= 0) 
nder circumstances such as we were sketel 
Senator Pasrore. 1 hope vou don’t mist 

realize that it would be preferable to have 

pell it out. That is the reason | 


ve can eet some kind of 


that you might agree to, ; 
» Butall Pam saving 


in individual representine 


United States Pastore’s personal opinion 
I would get on my job, on my way and do this job 
you have anything to worry about. 

And if what you say is true, Pastore will 
Senate and defend 


I 
} 
I 


I doi 


a dilleren 


rreat deal. 


{ry 
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\nd I do not think that they are going to go around chasing bogey 
I don’t think they are voime around looking for more wor! 
the publ ec interest. Chev have enoug 
from what vou have said and from what Mr. Cislk 
ius Stated here and what tl SEC has said, that you have too niu 
If I were you ventiemen I would eet on with my 


to worry about. : 
t the amendment, fine. If vou 


1ob and stop worrying. If vou ean ort 


roinge becnuse we need that 


t get the amel diment, please keep Ol) l 
And don’t worry too much about the SEC if the facet 
nteqd here are 1 
sonnl opinion an i Wm anxious to see this show on thi 
ne statement indeed, an 
l. This is the principa 

} Ve, 

Senator Pasrore. Dean, if you will pardon me, I am going to ren 
yvour record and l am verv interested in the way you have developed 
ibject, but there is another very important witness now testifying 

it Committee on Atomic nergy on this question oO} 
iether the Government should build these reactors. and I want to 
down and listen to him, because I want these reactors to be built 
id [T want private industry to do it. IT want the Government to d 
it only 1f it is necessary todo it. 

Senato POTTER (presiding). I am delichted that vou have been here 
today 

If that concludes your statement, thank you very much for taking 
the time to come out here and TIVINGE the committee the benefit of 
your views. 
~ Mr. Austin Roberts ? 

We welcome you to our committee. | see you | avea prepared state 
ment, Do you care to read your statement, Mr. Roberts 7 


STATEMENT OF AUSTIN L. ROBERTS, JR., GENERAL SOLICITOR, 
NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMIS- 


SIONERS 


Mr. Rornerrs. My name is Austin lL. Roberts, Jr. IT am general 
solicitor of the National Association of Railroad and Utilities Com 
missioners with offices at 7413 New Post Office Building. Washington. 
I). ( : I am appearing this morning on behalf of the association in 
support of the principles embodied in S. 2643. 

The National Association of Railroad and Utilities Commissioners 
Sa voluntary organization embracing within its membership the 
public util ty reculatory commissions and boards of all the 48 States. 
he District of Columbia, Hawail, and Puerto Rieo. The Federal 
(‘ommission, the 


itory commissions, the Interstate Commer 


t 
ral ( ommunications ( ‘omm - ion, t] e Federal Power Commission. 


i Securities and Exchange Commission are members of the 


but on matters of leaislation the issoclation cloes not 
attempt tf eak for them. My appearance is on behalf 
commission memberships of our association. 


1 


adi convention duly 
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FAVORING AM 


» insure an adequate supply of low-cost 
progressive development and construc 
it] 


h hydro and steam, in capacity 


roduction cost; and 
hereas the development of large 
frequently) he most economical 


n, but beyond the tina 


experimental work and prospecti\ 

ver generating facilities using nuel 
and the cost and rk involved 

rating ut ¥ companies ; and 


opt 
velopment and mstruction o 
two or more operating utility companies 
the stock of which is owned by 
ng on such experiment work 
} } 


Paciiiti lor the generation of li » block 


he purchased by said operati 
issociated utilities ; and 

Whereas the association of a group of such 
such purposes was not intende: 

) of the Publie Utility Act o 

\ tional Association of Rail 

amendment of the Public Ut 

“| in the manner and for the 

t: and be it further 


KK 
‘ 


» committee on legislation 


are authorized to appear on behalf of tl 
ing on proposed legislation consistent with this resoluti 


» of Congress to present the views of the association as expressed 


regulatory commissions in all of the States except Lowa, Minne 
Nebraska, South Dakota, and Texas are empowered 
rates and services of privately owned electric 
aska,. the State regulatory commission has certain powers over f1 
se areas, over accounts and records, over sale of fa 
le of corporate limits of cities and villages the con 
tigate rates an service standards of muni Ip : 
1eS upon com ¢ int. In Texas, cities of P.000 po 
power to culate rates and service of electric 
ly speaking the basis on which the commissions 
cost of furnishing the service. For this reason, the commi 


ive a fundamental interest in assuring an adequate and continuous 
pplv of lowcost electric energv for the consumers in their States. 


At present the most economical means of furnishing such low- 


t enerev is through the construction of large size steam plat ES OF 
irge size hydroplants. Such construction is often beyond the finan- 
i] capacity of an individual company and requires the pooling of 


esources by several companies in order to finance the construction of 

+h generating facilities. 

In the future, the generation of low-cost energy n 

shed through the use of nuclear fuels, but the expe ‘] 

elopment necessary to hasten the dawn of that « 

Investment and expenditure of sums of mo 

incial capacity of an individual company. 

Under present provisions of the Public Utility Holdi 
\et of 1935. the poolit o of resources by local operating e 


er to obtain low-cost energy through large size gener: 


= * | 
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ypment of 1 
» regulatory jurisdiction of the 
It does not appeal that the Hold 
| peed 5 casa Luai 
projects wol ild be a “reverse” Ps ramid and 
involviu Oo the control of nednaibale compal 
imed. To allow the act to ay 
jointly financed generating facilities or nuc 
‘lopment programs would frustrate the purposes of such proj 
> par 
] 


t. it) that local intrastate operating companies, not oti 


DD 


ibject act, are deterred from joining in such undertaki 
because | ies With it the attachment of SEC jurisdiction. 

Second, comp! ance with Federal requirements entails additio1 

which would be similarly reflected in the rates charged 

Accordingly, legislation such as S. 2648, which would exempt fr: 
the Holding Act jointly financed generating facilities and nucle 
development tingpew which meet certain standards, is meritorio 
and in the public interest. This bill would promere the regulatoi I" 
status quo of the pi ating companies partic ipating in such a joint 
venture, 

It should be emp yhasized that the association does not and is 1 
re ommending that any COMpPany be hereby — from all rev 
lation—only that penton; status of an electric company rem: 
une —— regardless of its participation in a ‘oll undertaking fi 

eration of low-cost energy or for the deve lopme nt of nuclear 
power. ‘The securities and rates of the partic ipating companies, not 
otherwise holding companies, will continue to be subject to the regu 
latory authority of the Federal Power Commission or the State com 
missions. ; 

All of the State regulatory commissions with the exception of 
those in the States of Iowa, Minnesota, Montana, Nevada, South 
Dakota, Texas, Utah, and West Virginia have the power to regulate 
the issuance of securities by electric utilities. One of the conditions of 

on 5 of S, 2643 necessary to exempti 1 from the provisions of the 
fold ng Company Act is that the securiti f the companies col 
<l be “subject to the jurisdiction of a State commission or an 
or instrumentality of the United States.” Such being the 
ase, there is no necessity for the dual regulation which would result 
under application of the provisions of the act as it now stands. 

Where a local intrastate company Can be regulated and is ben i 

‘quate regulatory at the State level there is no need for the ex 

f Federal authority. More en is this so where the 

Federal authority dise uLrag rather than courage 
mum develo ypment ot low Cost i trie power whet] ier fron 
energy or conventional sources. 
y, the NARUC feels that legislation such as S. 2645 is 
ublic interest and recommends its enactment. 

Roverrs. This statement was prepared about a month ago and 
furnished to counsel in the light of the language of the bill at that 
time. 

Senator Pastore this mornin 
were eliminating section 5, 


advised that the sponsors of the bill 


ch our resolution went to and art 


cr 
whi 





AMEND PUBLIC UTILITY HOLDING COMPANY 


ying section 4 in certain particulars to limit 
ct velopment phase » of it. To that extent my 


¢ 


ent to the limited scope of the hearing as outlined 
re, but I would appreciate it f it could be ineluded in the record 


pert 


| 


uning to S. 2643 as originally introduced and going to tl 
oad problem and not the limited scope as pre sently outlined. 
Senator Porrer. I might elaborate that Senator Pastore join 
roduction of the bill. Our primary interest of course 
ection 4. Modifications will be made to sections 4 bet we 
And, of Course, section D will be droppe i 
as I personally am concerned, as to section 5 no prejudice 
intended one way or another, I believe it is something that should 
d on its own feet. If there is interest llth S@e ion D ») sstbly some 
has an interest in it could introduce that as a separate 
But our main concern at this time has been in the d ‘velop- 
atomic energy and the reactors, to cet experime ntal work on 
tors under way. 
The testimony has been limited pretty much to a modification of 
ion +. I am delighted to have your statement. Your entire 
tement will be made a part of the record. 
Ir. Rorerrs. I understand the sponsors’ reasons for separating 
two issues. I think section 5 should stand o1 
Senator Porrer. Mr. George L. Rodgers. 


STATEMENT OF GEORGE L. RODGERS, ON BEHALF OF PACIFIC 
NORTHWEST POWER CO. 


Mr. Ronegers. Senator Potter, I _ previously appeared before 

— 2 1 connection with these hearings, and | have identi- 

| myself as George L. Rodgers, of F Peel kaa i , an attorney, 

la membe ae the law firm of Smith, Gray, Hill, and Rodgers, which 

gener: al counsel for the Pacific Northwes Power tO: and tor 
‘acifie Power and Light Co. 

Mhe tement that ! have for presentation to you this morning 

also Hnaned primarily to section 5. 

Senator Porrer. I appreciate that Mr. Rodgers. I might ad 

ason—speal ang for myself—TI agreed to eliminate section 5 without 

ejudice vill be very frank with you, I didn’t have the interest 
ection % 5 thai it I had in section 4. 

y was primarily interested in getting some type of leg which 

voul | take ec: are of the problem which we were confronted with with 

» Reactor Co. So the dropping of it in no way should prejudice 
ata 5 as far as I am concerned. I have no strong feelings one 
way or another concerning it. 

Mr. Ropeers. Thank you very much, Senator. In connection with 
the comments which have been made this morning by the Securities 
ind Exchange Commision in their 69-page document which was pre- 
sented this morning, it had been my hope to have an opportunity to 
xamine that prior to its presentation and comment on it to the extent 
that it did affect section 5 which after all is a part of the bili before 
the committee, and to which a large amount of time has been directed. 

Of course, I have not had that opportunity. My failure to com- 

nent on the report of the SEC presented this morning is not to be 
niieeand as any acquiescence to anything they have said or any 


1S 
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nterpretation they may have placed on it or any of the comme 
directed specifically toward our client companies, namely Portlar 
General Electric Co., the Montana Power Co.. Pacific Powe 
Light Co..and the Washineton Water Power Co. 

[ would like to note in passing that a group of companies, wh 
are the sponsors of the Pacific Northwest Power Co., which 
spearheaded the fight for section 5, are also the constituent membx 
of an atomic rese: psn study group in the Pacific Northwest. Thi 
are only four electric public utility companies which are interes 
in that project. phen ne all facts were identical with thos 
Power Reactor Development Co.. we could not go forward with: 
coming under the provisions of the Public Utility Holding Compa: 
Act if we brought into existence, as a result of our studies, a subsid 
lary corporation which generated, transmitted, or sold electric energ 
So while the comment: of the SEC may be pertinent to L small segmer 
of the industry, and 1 small segment of the United States, I assum 
that this Congress is Interested 1 ovener: ating interest on ene 
the entire industry, and there are a fae number of small compani 
and most of the electric utility companies are small, as was pointe 
out in a memorandum that I submitted to this committee on Ap! 
17. It may also be worth noting that the two companies that hay 
appare ntly made the most substantial progress 1n the atomic energy 
field are the Consolidated Edison C ompany of New York, the s 
ond largest utility in the United States, and the Commonwealt 
Edison of Chicago, which is the third largest electric utility in tl 
United States, and neither is subject to the provisions of the Pul 
Utility Holding Company Act of 1935. 

So what I am arguing for is an antimonopoly. Tam arguing in lx 
half of small business. There are around 250 electric utilities serving 
the United States, and certainly that doesn’t create a monopoly Suk 
as has been charged exists in the motor indust ry, for e xample, wher 
there may be 5 or 4 companies which control, for ‘all practical purpose 
the output of all automobiles. 

My statement has attempted to answer some of the various charg 
Which have been made by the opponents of this section 5. 

[ appreciate the op pee te to make this supplemental stateme: 
to the committee. Tl » primary purpose ot my appearance today 
to remove, if possible, certain misconceptions resulting primarily fron 
f the statements made | Dy t the opponents of S. 2643. 

While we are not happy with what appears to be the present decisi 
of the committee to eliminate section 5 from the bill, we are neve1 
theless grateful for the opportunity afforded us yr nt our Spee m 
We hope that the record developed here can and will be used ’ 
basis for what we believe is the much needed correction Pectin! ys 


some O 


section ©. 

Companies affected by pending legislation are not now subject to the 
Public Utility Holding Company Act: None of the proponents of 
the pending legislation has quarreled with the basic purpose of the 
Public Utility Holding Company Act of 1935. It should be re 
membered, however, that regardless of the merits of that act, none 
of its provisions is presently applicable to any of the companies that 

uld be affected if S. 2645 is enacted. 

wo Id appes ir from some of the statements m: ade | V the opponents 
that the individuais who are supporting this legisla 
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f1on on behalf of then COnstumMers are attempt to escape reoulation. 
. of course, Is not true. 


very privately owned electric utility operating company in the 
ited States is subject to regulation. In many cases. they : ue subject 
o regulation Ly two or more State commissions and the Fede ral Powe 
(‘omumission, 
In the case of Pacitie Pow er & Light Co., for ex: umple, the company 
subject. to regulation by five State commissions, by the Federal 
ower Commission, and with respect to public ies of securities, 
he requirements of the Securities Act of 1933. 


Phus, no evasion of regulation is cont mplated, Ln { 


fact, under 


standards — out in section 5, regulation by a State commis- 


~ 


rthe deral Power Cominission 1s a pre ‘requisite to the obtain- 
No pe the statutory exen Iption which it would provide. 

Section | ‘of th 1e pre hdine leoislation pron ides that with the exception 
the manor siniliienbiaus proposed in sections t and 5. the Holding 
( ompany Act shall remain in full force and effect. 

That section also provides that nothing contained in the pending 

I shall relheve any person from any duty, obligation, or lability to 
which he would otherwise be subjec { uncer the prov isions ot the Secu- 
rities Act of 1933, the Securities Exehange Act of 1934 and the 
regulations thereunder 

Thus, in spite of all the ghosts under the bed and the various bogey 
men to whieh various op ponents of this bill have referred, there is 

ot a single sentence in the pending bill which would relieve any 
electric utility company of regulation. 

It may be interesting to note in this connection that those who have 
argued before this committee for even more regulation of privately 
owned electric utility companies are representatives of groups \ hich 

» themselves, in most cases, not subject to any regulation. 

] olitical contributions: Several of the witnesses have charged that 
he propone nts of S. 2643 desire its enactment in order to esc ape the 
provision of section 12 (i) of the Public Utility Holding Company 
\ct. Section 12 (1), in general, prohibits political contributions by 
holding companies and their subsidiaries and requires that reports 
be made to the Securities and Exchange Commission with respect to 
my activities by holding companies or subsidiaries thereof before 
the Congress. the Securities and Exchange Commission, or the Fed 
eral Power Commission. 

First. the committee should know that section 12 (1) of the act 
s not now applicable to any company which will be affected by this 
eoislation. Secondly, if should be noted that, as the committee is 
well aware, there is a Federal Lobbying Act and a Federal Corrupt 
Practices Act which are applicable to all electric u a companies, 

There are similar laws in each of the various ia Under section 
757.105 of the Oregon Revised Statutes, the Public Utilities Com- 
missioner of Oregon has the right and power of regulation, restric 
tion, and control over the budgets of expenditures of public utilities 

to all items covering political contributions and political adver- 
tisements, as well as control over all other items of expense. 

This section of the Oregon statutes is typical of provisions embodied 
in the laws of substantially all the States. 

Thus. the charge that there is some sinister motive relating to 
political contributions behind this bill is wholly without substance. 


‘ 
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1g capacity: One of the witnesses who appeare 
th] | stated that there has been a tendency on tl] 
private utilities to create an economy of scarcity; in oth 
eep generating capacity behind demand or at least equa 
Anyone who has even the slightest knowledge o 
ity companies would be fully aware that 
nly on the money actually invested in th: 


ed that the overall rate of return mu 
6 percent on the depreciated original cost « 
plus an allowance for working capital. ‘There is 1 
return—merely the opportunity to earn, if possible, 
ate of return. ‘There isa ceiling, but no floor. 

s nonsense to argue that an electric utility company has anything 
to gain by keeping its investment in generating facilities below that 
needed to meet demands for service. ‘The basic interest in this legi 
lation DY the Com panies I represent those Ssponsorimg the Paeifi 
Northwest Power Co.—is to facilitate the construction of generating 
and trahsmission facilities at an estimated cost of 3210 million. 

Tl nvestment is calculated to produce 1,100,000 kilowatts of 

Capacity. This committee may wish to examine the record 
made by the opponents of this legislation during the past 10 or mor 
years of consistent op position LO every effort made by the private 1} 
owned electric-utility industry to provide its customers with add1- 
tional sources of electric power. 

‘| HIS record oft consistent opposition Lo every single piece of legisla- 
tion that would facilitate the installation of additional generating 
capacity by privately owned electric utility companies is so abundantly 
clear that I believe it needs no annotation. 

Monopoly : Charges have been made that the passage of this bill 
its present form will create a monopoly. Gentlemen, we all recognize 
that an electric utility is a monopoly, as is any other public service com 
pany within its service area. In the place OL compe4lition, price regu 
lation has been substituted. 

If there were no monopoly, the principal basis for price regulation 
would be removed. In the early days of electric utilay industry there 
were in every area of the U nited mtates competing systems. This 
usually resulted in ineflicient service. sy condi itions dictated the 
enactment of laws under which certificates of convenience and necessity 
and franchises are Gran ted to comps nies whic h, in callae to qui ilify for 
certificates and ith go ses, must first demonstrate their ability to meet 
demands ror public service, 

This situation of monopoly is true not oOo} ly in the electric utility 
industry, but it is true in the gas distribution industry, the natural gas 
pipe line industry, the field of communications, and the field of trans 
portation. Without t] ie system of franchises and monopoly with price 
reoulations, there would be economic chaos. 

Public power distributors are equally monopolistic within the areas 
they serve. The only difference is they are not subject, in the usual 
case, to any kind of regulation with respect to prices or otherwise. 
Speaking of public agencies which are distributors of electric energy, 
[ may note that we in the Pacific Northwest have learned to live with 
one another and have developed mutual confidence and respect. 
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L therefore seriously doubt that 
ation and the National Rural 
} fact speakin oe for he public pow 

It may be as teaitd to note thi: 
d appear here are proke ssional 
Not one of the oflicials of the mai 
Pacific Northw est was personally 

Use of Federal transmission facil 
a by one witness that Federal tran 
ised by private utilities for thi free tra SS101 f their power, 
now ot no case wl re such a slluation exists i yntemplated 
Power from privately and publicly owned generatin ilities may be 
ransmitted back and forth through Interchange 

In those cases where privately ore nerated pow : 
nitted over Federal transmission lines for the benefit of private con 
anies, a charge is made by the Federal Government. For example, 
Pacifie Power & Licht (‘o. pay 5s Whe line hare fol power not pur 
lased from tiie Bo hey lle Power Adm | tration and WillCli IS deliv- 
red over the Bonneville Power Administration’s lines into Pacific’ 
yvstem. During 1955, the company paid Bonnevi 5116,000 for su 
vheeling charges for its Oregon ystet 1 alone. 

Companies which make up the intercompany poo that is the west 
rn division of the Northwest power pool—paid Bonneville $129,765 
1955 to transmit power purchased from the British Columbia Ele« 

ic Co., Ltd., in Canada. 

With respect to the Pleasant Valley-Mountain Sheep project on the 
Snake River, the Pacific Northwe wer Co. ha P ins to construct 
ts own transmission lines at an estimated cost to the company of 366 

tillion. These transm) n lines wil : ull ! beomusheal into and 
stitial es lor Weicediece eric. 


Thus, the charge that there is some scheme u 
| 
i 


itilities in the Pacific Northwest will use the 
of the Bonneville Power Administration iee 
intrue. 

Consumers represented by proponents of the bill: i have heard 
the president of the Edison Electric Institute. which has a membe1 
ship representing almost all of the privately owned electric utility 
companies in the United States, speak out on behalf of this bill 

You have heard other company witnesses. I think it should be 
noted for the record that these men are speaking on behalf of some 
10 million direct customers or approximately 145 million consumers 
of electric ene roy. If it cou ld | be proper ly assumed that the oppone hts 
of section 5 spoke for all those persons not served by private com 
panies, they would speak for only 11 million ultimate customers or 
approximately 25 million consumers. 

{ have made those calculations on the percent of privately generated 
electric energy in the United States as against publicly generated elec- 
tric energy. A lot of the publicly generated electric energy is sold 
through private companies. 

This industry, which is the enactment of S. 2645 substantially in the 
form in which it was introduced, speaks for an industry made up of 
some 250 companies with an aggregate | investme nt in utility plant in 
excess of $28 billion as of the end of 19 
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isisting of bonds, debenture 
‘ferred stock aggregating approximately S25 billion. Thesi 
are held by lnbor wm ns, white collan workers, and men and 
from every walk life, and investment trusts and other i 
titutional investors 
fn 1954 the industry paid approximately S1 billion in Federal taxe 
. in State and local taxes 
Phus, in urging the enactment of this bill, the proponents are speak 
ny on behalf of the ereat mass of Amertean people the Whnorevanizeq 
majority. 
This contrasts with the smal] group of vocal minorities and special 


on Income and approximately S600 million 


nterests which have appeared Mn oppostion to the bill. 

Tr spect fully urge this committee to take these facts into account 
when it makes its final decision, which apparently has now been 
made, as to whether section 4 should be modified and as to whether 
section 5 should be deleted. 


senator Porver. It would be my su restion, as far as the problen 


‘ 


that vou folks are confronted with, that separate legislation be intro 
duced so that this problem can be considered as a separate question, 
rather than asa part of tl 

ERS. I hope this committee will believe me and this 3 


» fact that our only purpose in asking that section 5 be in 


as a part of his bill was to secure cheaper powel tor oul 
That isthe sole reason we ask for it. 
_ Corette. of the VIontana Power Co.. is stated, 


ze the Pacific Northwest Power Co. on an 85-15 percent basis, a 


1 


contrasted with the 60—40 basis which the SEC indicated it would 

nsist on in its report, we would save the istomers we serve S6 million 
ne area 

to me th: i fact that should be kept hefore this Con 

hould be kept before this Congress, too: that these arbitrary 

n the law, just administrative stand 


hefore Inco} 1 TAxKeS On Col porate profits 


vhen you pay out interest on debt you 


a creditor’s taxes, and it does result in substantial savings. 
so generally the more debt you car 1, With a proper protection 
for your investors, the better off vou are. 
\ leven unde these kinds of ratios : } in the worst days of the 

sion [.think there were not more than 3 or 4 electric utility 
ies that went int bysy KPUpTCy, ‘ree from the benevolent pro- 
of the SEC under the Public Utility Holding Company Act. 
Mr. Murrirry. Mr. Rodgers, do we u St: ow that vour com 
mnies are interested in section 4? 
Mr. Ropgers. Yes, sir: we are. 
Mr. Murrny. When you say study teams, do you mean that your 


OmMpanies are Nyaging 3 research unde the atomic reactol 
rogram 7 
Vr. Itopcers. That is correct. 
Mr. Murpenuy. At the request of the Atomic Energy Commission ? 
Mr. Ropeers. A number of our engineers have Q clearance and we 
a study team on which the companies have spent a great deal 
they have visited the atomic energy plants. 
Hy. What OlMpanies which you represent are so engaged ? 
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Pacific Power & Light ¢ o., the Washington Water 
Ose the VIontana Power 6... and Portland Creneral lectrie 
Mr. Mureiny. As T understand it, vou say that the statement made 


T ] 1 
the Sit© here this morning, as to ther 


View on Powe Rea ‘TO! De 
elopment . 0.. would not cover he situation that your companie 
ould run into if and when they vet ready to build an atomic reactor? 
Mr. Roperrs. That is correct. 

Mr. Murriry. So that in your view some legislation along the lines 
f section + would be needed to cover that situation 7 

Mr. RopGERS. Yes. sir: I think tliat kind oft incentive Is needed 
roughout the United States, not just for one group of companies 
ed witha special problem. 

Senator Porrer. Thank you, Mr. Rodgers. 
Mr. Ropéers. Thank you, Senator Potter. 
Senator Porrer. This concludes the hearings. 


vill 


The SubcOoTmMatcee 

meet very shortly and make its recommendations to the full 

ommittee. 

I want to thank all parties 
) 


it has been a thorough hearing for 
‘ 7.3 
r interest in this problem. 


C1 l 
\I 

uid, may I ask this: That we have an opportunity 
page statement of the SEC with its several exhibits ? 
senator Por PER. The record will retiadh open for allow 


nv additional statements that vou wish to submit. That goes for all 


ae { 
r. Roperrs. Senator Potter, before | completely retire from the 


¢ OoR; oO 
t { tilt 


yvitnesses, 


Thank you. 
‘} ‘ 


Phereupon, af 12 


NOVe-¢ ntitled hhiat 
er Wits adjourned, ) 


The following matertal was submitted for the record :) 


STATEMENT OF AUSTIN TD. BARNEY, S. 2648 


Mr. Chairman and gentlemen of the committee, my name is Austin D. Barney 
| live in the town of Farmington, Conn. I am chairman of the board of 
ie Hartford Electrie Light Co., a Connecticut electric public utility, serving 
ie City of Hartford and adjoining communities 1 am also president of the 

ecticut Power Co., a Connecticut eleetric and 


t! gas utility, which serves 
e Stamford-Darien, New London, and Torrington areas with both electricity 
id gas: and the towns of Middletown, Manchester, Farmington, and 


eomMmmu 
ities in the northwestern part of the State, with electricity I 


am submittin 
s statement only on behalf of these two Companies and also as my persona 
idgment 

As | understand it, the purpose of S. 2645, and also of 


o 
] 
A 


several other similar 

Is before Congress, is to exempt from the operation of the Publie Utility 
Holding Company Act, certain types of corporations, namely, (a) a eorporation 
ganized for the generation and transmission of electricity and wholly owned 
iv jointly sponsoring public utilities which take all the electric output, and (b) 
he sponsoring utilities who own such a subsidiary. The first part of S. 26438 
exempts from the definition of an electric utility company, under the Holding 
Company Act, a company owning facilities for the production of heat from 
pecial nuclear materials which heat is used in the generation of electric energy. 
This does not go all the way and still leaves a Company owning both nuclear 
eat facilities and also generating facilities a public utility within the meaning 

the act. 

The second part of the bill exempts a company, not otherwise a holding 
ompany, from becoming a holding company on account of the ownership of 10 
ercent or more of the outstanding voting securities of a company meeting cer- 
iin conditions: namely, where such a company does not distribute electric 


rgy for sale; where all the outstanding voting securities of such company 
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two or more utilities—in other words the sponsoring utility ¢ 
the owning companies are interconnected and will take fron 
y all the electricity produced by such company and where 
irities by the generating Company and by the owner cor 
panies is subject to the jurisdiction of a State commission or an agen 
instrumentality of the United States. 

f understand that the bill introduced by Mr. Cole, in the House, is along 
the lines of S. 2643, except that it is broader and exempts from the definiti 
of a public utility under the Holding Company Act, a company which owns 
both facilities for the production of heat from special nuclear material a) 
also the electric generating facilities associated with the nuclear facilities. 

I a n favor of the passage of S. 2648 and have a few suggestions, whict 
follow, as to possible amendments. ‘The reasons for my position are as follows 

1. S. 2648 would permit electric utilities to make use of jointly owned buss 
generating stations with units of a size which individually they could not su 
port, without becoming involved in the Holding Company Act. 


> " 


2. The situations and conditions which gave rise to the passage of the Hold 
Company Act no longer exist and the proposed exemption would in no way ten 

ng back such conditions. 

Other conditions have changed, which places the emphasis on operating cos 
nsumer’s interests rather than on the stock promotions and transactions it 
uncial market—to which the Holding Company Act was primarily d 

and local State commissions are the best agencies to Weigh and regu 
joint activities of utilities within their jurisdictions. 

I will discuss these three reasons briefly, in order. 

In Connecticut, electric utilities are fully regulated by the Public Utilities 
Commission whose authority includes the approval of issuance of securities. The 
four largest utilities in the State, serving over 90 percent of the people, have 
worked out an arrangement in respect to additional generating facilities. In sub 
stance we have agreed that future generating facilities will be of a size to sery 
the State load rather than related to the requirements of the individual companie; 

Under this arrangement where the size of the unit is larger than the compa: 
would put in just for its own load, the other companies participate under 
agreement whereby they pay the full overload, including a return on the ilives 
ment of a part of the unit The amount of participation of each company is « 
an equalized reserve basis, that is to say, each company ends up with the sau 
amount of reserve capacity represented either by their own generating facilit 
or by participating in a participating unit. Also each participating companys 
entitled to its proportionate share of the output of the unit. Each of the partici 
pating units as they come along is wholly owned and tinanced by one of th 
companies, but the owning company is helped out by the assumption of carrying 
charges by the other companies as above outlined. This arrangement continues 
until the company owning the participating unit needs its full output for its owr 
load at which time the unit ceases to be a participating unit. 

This arrangement permits the installation of more larger sized units in the 
State with an overall resultant decrease in capacity investment cost per kilowatt 
and a lower energy cost on account of the greater efficiency of the larger si 
units. It also keeps down the total reserve capacity in the State to the mutua 
investment advantage of all. 

At present there are 4 units under this arrangement, 3 in the process of being 
constructed, and 1 that will be under construction in the near future. Th 
participating arrangement is a step in the right direction, but has its limitations 
as to size of units that can be used within its provisions, because there is no 
company in Connecticut sufficiently large, say, to carry a 250,000-kw. unit for its 
own load at the present time or in the foreseeable future. On the other hand, if 
the companies in Connecticut had available, free of holding company dual] reyula 
tion exposure, the method of using a subsidiary generating company, it is possible 
that a jointly owned subsidiary generating company in the future might be the 
best manner to serve the combined loads in the State with the use of much larger 
size units than can be done under the present arrangement. 

Let me hastily add that I am not speaking for any other companies in the State, 
nor has such a proposal been discussed. Factually I believe may statement is 
correct, and I make it more as an illustration of the potentials provided adequate 
exemption is obtained, of what could be done both in Connecticut and in many 
other sections of the country. 


y 





AMEND PUBLIC UTILITY HOLDING COMPANY ACT, 


tly owner facilities throu 
subsidiaries, offers a great savings potential 
to the ultin ndvantage of the consumer. 
1 economic ac 
consolidation and merger of companies 
This method of obtaining the same economic : 
to greeter difliculties both in respect to regulation and 
hod of jointly owned subsidiaries both for generation and 
’ hg costs and does not involve the mat 
which vary considerably in different geographic areas. 
omnis a common problem of all utilities. 
cond and third reasons stated above need no great comment. The 
ig Company Act was directed primarily to the super-duper financing that 
is going on through the pyramiding of holding companies, and it had very | e 
do with the operations of operating companies an the consumer interest 
Today, through the administration of the Holding Company Act by SEC, these 
nditions have been practically elim ed. Infact, if my recollection is correct, 
several years ago the SEC was thinking of reversing the process and consolidating 
ompanies on an area DASIS, Certainly there is 16 relationsh Pp between the 1836 
nditions and the proposal to permit wholly owned generating and tran 
bsidiaries by a group of companies without getting involved under the 
Company Act. 
There is also one other fact that should be emphasized and that is 
sts of operating and of construction which lays the emphasis in ou 
1 reducing costs by every possible legitimate means. One other item 
ch should not be forgotten and that is the increase in the corpora l 
‘ome tax In 1936 it was at a 82 percent rate, and today it is at the 52 percent 
te. When it comes to an appropriate capital structure, this is a ver, 
ior for onsideration, because today be fore Federal income tax a company has 
earn $2.08 in order to pay $1 dividends after Federal income taxes, and in 
ise of interest it only has to earn $1 to pas $1 of interest 
Again, in my judgment, the local State commission is the best authority 
rulate financing and other matters because they can weigh investors’ int 
gainst consumers’ interest better than a Federal authority with no knowled: 
he particular local situation, 
lor the foregoing reasons I am in favor of 8S. 2645 but would like to make 1 or 2 
gzestions as to possible amendments. I base these suggestions on two prem- 
ses: First, I cannot see any sound reason for exempting a corporation owning 
he nuclear heat facilities as a public utility under the Holding Compa 
d not exempting a company which owns both nuclear heating facilities 
generating facilities. If the Cole bill was substituted 
st part of S. 2645, it would take care of this thought. 
Secondly, if it is the judgment of Congress that the exemption from h 


ted electric 


mpany status shall be granted to companies among the type of coinpan 
g the conditions set forth in the second part of S. 2643, then the issue « 
ecurities by such a company should be exempt from SEC jurisdiciion; and the 
icquisition of such securities by the jt intly sponsoring companies should likewise 
e exempt, and this should be so even though one of the jointly sponsoring co 
inies happens to be a registered holding company. This suggestion would 
quire simple amendments to the Holding Company Act to provide that the 
rovision of section 9, dealing with the acquisition of securities shall not apply to 
rth 


¢ 


he acquisition of the securities of a company meeting the requirements sxt f 
section 2 (a), (7), (ec) of S. 2643 nor shall the provision of the Holding Com- 
any Act relating to subsidiaries of registered holding companies apply to such 
company meeting the requirements of said section 2 (a) (7) (cc). These s 
estions would not in any way affect the obligation or status of a registered hold 
‘company under the Holding Company Act. 

The reasons for granting the requested exemption from the operation of the 
ublic Utility Holding Company Act to a corporation organized for the generation 
nd transmission of electricity and wholly owned by jointly sponsoring pub 
tilties which take all the electric output—and also exempting the sponsoring 
tilities which own such a subsidiary, apply equally well to such a subsidiar 
respective of the method by which electricity is generated. I can see no reason 
hv nuelear steam generation, Conventional steam generation, or hydro genet 

affect the prin iple. 
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There is no undeveloped hydroelectric power in the State of Connecticut whi 
would require two or more companies to develop and you may ask why we ar 

terested in exempting hydro development by a subsidiary corporation of th 
tyre under discussion, 

We do have, both from a corporate standpoint and from a personal standpoir 

very strong interest in this matter, namely that of taxation We in Connectic 
pay into the United States Treasury a large amount of money. There are 
number of potential hydro developments in other parts of the country, particu 
larly in the Northwest, of a size which would require two or more companies t 
undertake their development and which cannot be done by any single utilit 
company [ assume the Holding Company Act as now written, and without th 
proposed exemptions, is as much of an obstacle to the development of hyd 
projects by 2 or more companies as it is for the joint development of nuclea 
steam generation stations by 2 or more utilities. If the investor-owned utiliti 
do not develop such hydro projects then the possibilities are that the Federa 
Government will. We all know that there is an active group in favor of Federa 
Government development and ownership of not only hydroelectric facilities bu 
also steam electric facilities, or to put it more bluntly, Federal ownership and 
operation of the electric-utility industry. 

The record of the past many years clearly shows that where the Federa 
Government, either directly or through some agency such as the TVA, develo; 
such pu ts, it is not on an economic or business basis and that the revenues 
derived from the marketing of the electric energy from such projects does nh 
begin to cover even the proper cost, not counting money costs. Generally ther 
is 2 subsidy from the Federal Treasury, which, of course, is the taxpayers of the 

including those in the State of Connecticut. ‘There is also a loss of 

revenue in the areas in which such projects are located. Therefore, we d 

2 vital interest in making possible the development of such projects by) 
nvestors’ funds rather than by the Federal Treasury and the taxpayers. 

It appears to me that our Federal Governinent has tremendous necessary 
expenditures in it 
There is the matter of national defense in a world that is now so close togethe 
(due to communications, transportations, airplanes, ete.), and also is in a very 
disturbed condition If by adopting the exemptions proposed in S. 2643, with 
gested minor additions, we can save the Federal Government and tax 
payers something in the order of several billions of dollars in the next few years 
we will be doing a great service to our country and make that much more money 
available for national defense and other purposes. 

In closing, may I say that this subject is a matter of policy to be determined 
by Congress in the light of present-day conditions. 


s operation of the constitutional functions of our Government 


the 
Lhe sl 


STATEMENT ON S. 2643 SuBMITTED BY THE WASHINGTON PuBLIC UTILIty DISTRICTS 
ASSOCIATION, SEATTLE, WASH., BY KEN BILLINGTON, EXECUTIVE SECRETARY 


S. 2648 is quite similar, if not identical, to H. R. 8202, introduced in the 83d 
Congress. By unanimous action of our group on June 5, 1954, we opposed H. R 
ROD We thus would oppose S. 2648 

This association is comprised of Public Utility Districts serving in excess of 
295.000 electric customers in the State of Washington, or more than 25 percent 
of the total. All of these districts were formed by petition and majority vote of 
local people in the individual counties of the State. Replacement of the private 
power companies by power districts came as a reaction against the abuses of the 
private utility holding company practices which existed prior to the enactment 
of corrective legislation in the form of the Public Utility Holding Company Act 
of 1935 

In our opinion, S. 26483 would reopen the way to all the former abuses of 
holding company financial manipulation and monopoly control. We therefore 
have by experience sound reason in the Pacific Northwest to oppose this bill. 

Through this legislation the small amount of effective regulation which now 
exists to control the private power monopolies would be destroyed. ‘Today, when 
big monopoly is being fostered through the use of mergers and interlockins 
directorships. there should be a move toward more effective regulation to protect 
the consumer's interest, instead of the backward step proposed by S. 2645. 

We would cite the following reasons for opposing this bill: 

We wi » S. 2643 because it provides means for the establishment of 
huge, int ‘ if not nationwide—power supply combines in the monopoly 
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electric business free from effective regulation Chere is no argument 
bigness where the element of competi i res There is substantial arga 
ment against bigness where monopoly is involved an ulation is weak And 
there is overwhelming argument against actually ent aging the formation of 
huge utility combinations free from Federal regulation of financing and 
as it would seem S. 2645 would do. 
If the price of the heat and/or power produced by facilitic 
the provisions of S. 2645 cannot be 


y Ss organized 
effectively regulated by Federal regulat 
agencies, Which we believe is the case, then all regulation becomes a sham. L 
regulatory commissions will be forced to merely rubberstamp any wholesale 
power rates charged by the holding-compiany generating systems as being legiti 
mate operating expenses to the distributing utilities. The way would be open 
to return to the same kind of financial manipulations, and inflated and fictitious 
harges which were the watchword of the private power industry prior to the 
passage of the Publie Utility Holding Company Act. 
Any legislation which weakens or destroys effective regulation of mono} 


= i 


while promoting the creation of huge interstate monopoly corporations is not 
the publie interest Most certainly, such legislation is not in the interest 
people of the Pacific Northwest, where a large part of one of the g 


reat rema 
public water resources still remains to be developed Recently we have it 
nessed in the Pacific Northwest the merger of the two utility companies, the 
Pacific Power & Light Co., and the Mountain States Power Co., which resulted 


na single, 4-State utility We have also witnessed the attempts of the Wash 


ington Water Power Co. management to force, for purpose 


of investor specula 
tion, A merger with the Puget Sound Power & Light Co. This was revealed by 
testimony before Senator O'Mahoney’s special committee investigation of E asco 
activities in the Pacific Northwest Action by the SEC is what stopped this 
forced merger, which was not wanted by either the Puget owners or the customers 
in its service area. And we hear of other attempts by the “Ebasco Companies” 
to work out other mergers, 

The result of S. 2645 in the Pacifie Northwest would be twofold First, it 
would open the door to speedy combination of the bulk of the generating and 
transmission facilities of utility companies, into single combines exempt from 
effective regulation. And second, by virtue of the sheer size of the unregulated 
utility combines, control of the public water resources in our area would gradually 
pass to their control. 

We understand that under the present law, means are available, by orderly 
compliance with certain SEC requirements, for companies desiring to jointly 
finance and operate generation and transmission projects to do so. We under- 
stand that such procedures were used in the case of a private power generation 
project in the Ohio Valley. If there are such procedures now available under 
present law, then we question the need or the outright removal of these private 
monopoly corporations from the regulation afforded by the Holding Company Act 
as is proposed by S. 2645. 

In short, we would suggest to the Congress that the need is not for legislation 
further reducing regulation of the private monopoly utility companies as pro 
posed by 8S. 2648, but rather for examination of the possibility of more effective 
regulation to more adequately protect the consumer, in the light of the trend 
to bigness in the industry through joint activity and mergers. 

We urge rejection of S. 2643. 


STATEMENT SupMITTepD ny JoHN H. McCarruny, CHAIRMAN, MIcHIGAN PuBLIC 
SERVICE COMMISSION, With Respect To 8S. 2645 


My name is John H. McCarthy, a registered professional engineer, and I am 
ind have been for 7 years chairman of the Michigan Public Service Commission, 
a commission created under the statutes of the State of Michigan, which, among 
other jurisdictional responsibilities, provides for full and complete regulation of 
utilities. I am also chairman of the Nuclear Energy Committee of the National 
Association of Railroad and Utilities Commissioners and of the State of Michi 
gan Atomic Energy Study Committee, composed of State officials appointed by 
Governor G. Mennen Williams to study and recommend necessary changes in 
Michigan law to cope with the problems of peacetime uses of atomic energy. 
I have followed closely the developments in the field of atomic energy since 
early 1952, and have visited several of the principal Government installation 
of nuclear reactors. Within the State of Michigan I have paid particularly close 
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ention to the nuclear project in which the Detroit Edison Co. and Consumer: 
interested, and which is now represented by Power Reactor Deve! 
pment Co., a nonprofit corporation organized under the laws of the State of 
Michigan 
The Michigan Public Service Commission has been fully advised since 1951 
f the research and development activities and studies conducted with reference 
to the research and development work of a fast neutron breeder reactor, and or 
the 14th day of March the Michigan Public Service Commission held a 
hearing on the application of the Detroit Edison Co. for permission to engage in 
research and development work looking forward to the ultimate building of a 
fast neutron breeder reactor and to charge its research and development ex 
unt SOL of the uniform system of accounts as prescribed by t 





} 


penses tf acce re 
Michigan Public Service Commission and in accordance with the uniform 

stem of accounts as adopted by the Federal Power Commission, Testimony 
Was taken in a ] lic hearing, and witnesses believed to be competent were 


ffered by the Detroit Edison Co., and the Michigan Public Service Commission 
had independent advice from Dr. George Granger Brown, dean of the school of 
enzineering of the University of Michigan, who was formerly in charge of the 
ig Division of the Atomic Energy Commission. 

Commission gave full consideration to the testimony produced at that 
hearing, and thereafter issued its order, which is annexed to this statement 
annexation I), and by reference incorporated in and made a part of this state 
ment Moreover, Consumers Power Co., a member of the Power Reactor Devel 
pment Co., has also petitioned us for accounting instructions with respect to 





their research and development expenses. 

I am familiar with the contents of S. 2648 introduced in the 84th Congress 
(1st sess.). This bill has been the subject of consideration by the executive 
committee of the National Association of Railroad and Utilities Commissioners, 
f which the Michigan Publie Service Commission is a member, and of which 
[I am a member of the committee on legislaion. It is my understanding that 
authorized representatives of the association, including General Solicitor 
Austin L. Roberts, Jr., will appear and express the views of the association 
I have annexed a copy of the resolution adopted by the National Association 
of Railroad and Utilities Commissioners at their annual meeting in October of 
1955 (annexation IT). 

Viewing the provisions of S. 2643, it is my opinion that the provisions thereof 
if adopted by Congress will eifectively encourage the early development ot 
nuclear reactors, particularly the provisions of section 4 thereof. With respect 
to the remainder of the bill, it is, in my opinion, sound legislation, and its 
idoption should ultimately lead to the economic generation of electric power 
by the smaller and less well-known utility companies. Engineering data known 
to all lead to but one conclusion, and that is the economic generation of electric 
ower can best be brought about by the employment of larger units of generation, 





i 
for and with respect to which the smaller companies of the county find it 
difficult in securing finances should they attempt to issue securities as individual 


companies rather than to participate in a comprehensive program beneficial to 
all member companies of a larger group. 

The Michigan Public Service Commission desires to be on record in accord 
with the philosophy expressed in sections 4 and 5 of the proposed legislation 
If this legislation is adopted, no utility company operating within the State of 

higan will, or can escape, regulation by the Michigan Public Service Com- 


mission with respect to the subject matter of either sections 4 or 5. 


ANNEXATION I 
STATE OF MICHIGAN 
BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 
D-1282A-55.1 
In the Matter of the Application of The Detroit Edison Company for Directions as 
to the Accounting Treatment for Disbursements Mude or Expenses Incurred in 
the Design, Construction, and Operation of a Developmental Atomic Power 
Reactor 
At a session of the Michigan Public Service Commission held at its offices in 
the city of Lansing, Michigan, on the 23rd day of March A. D. 1955. 
Present: Hon. John H. McCarthy, Chairman; Hon. William B. Elmer, Com- 
missioner; Hon. Maurice E. Hunt, Commissioner. 
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ACCOUNTING ORDER 


The application of The Detroit Edison Company for directions as to the account- 
ing treatment for disbursements made or expenses incurred in the design, con- 
struction, and operation of a developmental atomic power reactor having come 
on to be heard before this Commission in its hearing room in the city of Lansing, 
Michigan, on the 14th day of March 1955, and proofs having been presented by 
petitioner and the Commission at such hearing, and this Commission being fully 
advised in the premises, finds as follows: 

(1) That special nuclear fuel is another source of heat energy which may 
under proper conditions be used in place of the old fossil fuels (coal, gas, and 
oil) in the production of steam that may be used in the generation of electric 
energy; and 

(2) That the petitioner herein has been engaged since late in 1950 in study, 
research, and development, having as its objective the construction of an atomic 
power reactor for the generation of electric energy. Such study, research, and 
development have been carried on in common with other electric power and 
industrial companies now being, with the petitioner, thirty-three in number. 
The personnel so engaged includes nuclear physicists, nuclear chemists, power 
engineers, and others possessing technical knowledge and skills deemed neces- 
sary; and 

(3) That the private electric power companies of this State have an obligation 
to be informed about and familiar with technological changes and advancements 
that may ultimately lead to the generation of electric energy from new sources 
at a cost at least comparable to, or lower than, the current cost of producing 
electric energy by the use of the old fossil fuels, and that Account S01 of the 
Uniform Classification of Accounts prescribed by this Commission expressly 
provides for research and development work intended to benefit the public de 
pendent upon a given utility for service; and 

(4) That while the research and development work relating to the use of 
nuclear fuels differs from the research and development work carried on by the 
petitioner and others in the past, it is a difference in subject matter but not in 
nature. The problem is essentially one of controlling the heat energy from 
another natural resource found in great abundance on both private and public 
lands. The research and development efforts in the past have been directed 
toward the improvement of all elements of electric production and distribution 
facilities intended to bring about a reduction in the cost of electric energy. The 
present electric rates when compared to the past reflect the success of such 
research. It appears from the testimony produced by petitioner that a full and 
complete study and investigation has been made of all types of reactors; namely, 
the nonregenerative, the converter, and the fast neutron breeder reactor. That 
study and the advice of experts preeminently qualified, compel the conelusion 
that the fast neutron breeder reactor holds the greatest promise for economic 
suceess and the subsequent addition of an enormous new source of fuel. The 
belief of petitioner has been confirmed by evidence submitted by the petitioner 
and from experts called by the Commission. All of this evidence points to the 
fact that the fast neutron breeder reactor offers the greatest promise of ulti- 
mately bringing about the economical generation of electric power by the use 
of nuclear fuels; and 

(5) That the testimony indicated that experience in the operation of reac- 
tors within this country over the past 10 years does not reveal any serious acei- 
dents or injury to workmen; in fact the accident rate is far lower than that ex- 
perienced in private industry generally: the fuel elements have none of the 
explosive possibilities found in military weapons; proper operation of a reactor 
in accordance with known and established standards will make relatively safe 
the location and use of such a reactor; and 

(6) That if the petitioner is successful (as there is reason to believe it will 
be), not only does this hold the promise of ultimately reducing the cost of gener 
ating electric energy, but in addition, it will serve to retard greatly the deple- 
tion of the Nation’s store of conventional fuels and increase their availability to 
others, and will likewise produce material needed for national defense pur- 
poses, and for the operation of other reactors; and 

(7) It does not seem prudent for the petitioner, a utility, to await the time 
when manufacturers of equipment related to the generation of electric energy 
might be prepared to undertake the design and construction of a fast neutron 
breeder reactor ; and 
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by the Securities and Exchange Commission. Thirdly, the committee might con 
sider geographic limits to the size of both holding and operating companies to 
a single State. 

Our greatest fear is that H. R. 6294 will facilitate the recreation of the Elec 
tric Bond and Share syndicate in the Pacific Northwest by legalizing the newly 
formed Pacific Northwest Power Co. Senator O’Mahoney’s special committee has 
published the hearings on EBASCO activity in electric company mergers whic! 
illustrate the dangers of the approach in H. R. 6294. 

The weakness of State and Federal regulatory laws and execution of laws 
lies in the almost complete orientation to the investor. There is a crying need 
for some “consumer orientation.” H. R. 6294 is by, of, and for the financier and 
against the consumer. 

The consumer-owned electric systems of the Northwest Public Power Associa 
tion fear these monopolistic trends, the complex corporate labyrinths, and now 
the drive to create supercorporations covering several States. We urge that 
H. R. 6294 be indefinitely postponed. 

It would be appreciated if this letter and the enclosures might be included in 
the hearings record. 

Respectfully, 
Gus Norwoop, 
Erecutive Secretary. 


RESOLUTION ON AMENDMENT OF PusLio UTimmitry HoLtpinag COMPANY ACT 


Whereas a bill H. R. 8202 has been introduced in the Congress for the purpose 
of changing the definition of electric utilities in the Public Utilities Holding 
Company Act of 1935 so as to exempt from Securities and Exchange Commission 
regulation such supergenerating corporations as the Ohio Valley Power Co., 
Electric Energy, Inc., and Pacific Northwest Power Co., which are wholly owned 
by electric utility companies: and 

Whereas the enactment of H. R. 8202 may become a gateway for exempting a 
considerable percentage of generating investment by private utilities by artificial 
lv encouraging the formation of such separate generating corporations for the 
purpose of dodging regulation; and 

Whereas, to permit such exemption may encourage a return to certain holding- 
company practices and financial manipulations of 25 years ago: Now, therefore, 
he it 

Resolved that the Northwest Public Power Association, in order that the 
public interest may be best protected, urges that H. R. 8202 not be passed by the 
Congress 


Adoped May 19, 1954 


HoLpInNG CoMPANY GHOS1 


Is the old evil of holding-company exploitation, which the Publie Utility 
Holding Company Act of 1935 was intended to bring to an end, being substantially 
recreated by indirection ? 

That is a question to which a Senate antitrust subcommittee is addressing 
itself. Two events have aroused the subeommittee suspicions. 

The first is the formation of a new company by 4 power companies in the Pacific 
Northwest, 3 of which are members of the old Electric Bond and Share empire 
hefore it was broken up by the Holding Company Act. 

The new company, called the Pacific Northwest Power Co., was formed last 
vear for the purpose of applying to the Federal Power Commission for license 
to build two dams on the Snake River, a tributary of the Columbia River, on 
the Idaho-Oregon border. 

Forming Pacific Northwest were Pacific Power & Light Co., Washington Water 
Power Co., and Montana Power Co., all formerly held by Electrie Bond & Share, 
and Portland General Electric Co. 

The apparent dynamo behind this enterprise is Ebasco Services, a wholly owned 
subsidiary of Electric Bond & Share. Ebasco Services built power plants and 
dams, did accounting, and prepared income-tax returns for Pacific Power & 
Light, Washington Water Power, and Montana Power when they were owned 
hy Electric Bond & Share. It still performs these services for them, and 
recently it was employed by the fourth member of the combine, Portland General 
Electric, to explore power sites in Oregon. 
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Just how much authority does Ebasco Services exercise in the four-company 
combine and thus place at the disposal o l m Vv, Electric Bond 
& Share? Senator O’Mahoney, of Wyoming, acting airman of » subcom- 
mittee, tried to find out by inquiring how Wel eht Eh: te ne e carried 
Had there ever been a single instance in Lit base \ = ice had 
not been followed by a client? he asked the seecreta * the comb Mr. Parrott 
who is serving the syndicate without compensation on lonn from Ebaseco 

After a long pause, Mr. Parrott said, “I am sure there are plenty, but I can’t 
recall any at the moment.” 

Does this suggest that Ebasco is acting as 
Share to exercise effective control over companie 
by law to relinquish financial and corporate control? 

Bond & Share, George G. Walker, says “Bond & Shar 
single share of stock in any electric utility 
control, directly, or indirectly, any utility 

How then is that, without any control, 
apparent smoothness in response to the Electi 
Services? 

The second event which arouses the suspicions of the 
is the proposal to merge the Puget Sound Power & Light I 
companies in the new syndicate, Washington ater Powe1 Sound 
does not want to be merged and is resisting stoutly Mba rvices is had 
“a substantial and continuing interest” in promoting the merger, according to 
the chief counsel for the subeommittee, Joseph W. Burns 

Is Electric Bond & Share attempting through its subsidiary, Eba Services, 
to merge a company it cannot dominate with a company it can? 

There are questions which go to the very heart of the reforms instituted 20 


} 1,1 
Lil HOtrdinis 


Se) 


years ago to put a stop to flagrant and long 

company method of doing business. The subcommittee in estigations is 

serving the useful purpose of the public’s watchdog, to strike \\ y old evils 
1 


in new form which may be growing up behind the fair facade of reform.— 
St. Louis Post-Dispatch. 


stanaing a 


STATEMENT OF THE NATIONAL ASSOCIATION OF MAN 
ING TO THE DEVELOPMENT OF ELECTRI NERC 


This statement is filed on behalf of the National Association of Manufacturers 
a voluntary membership corporation with over 20,800 members. It is directed 
to S. 2648, a bill primarily designed to amend the Public Utility Hol 
pany Act of 1935 so as to make the act inapplicable (1) to ind rial and utility 
companies jointly participating in research and development projects for the 
nuclear generation of electric power and (2) to utility companies pooling their 
resources in a joint generating project where the conte! 
certain specified conditions. 

The association welcomes this proposal to foster long-term growth of the Amer 
ican economy. In our opinion, enactment of S. 2645 \ ld accelerate the devel 
opment of electric energy from atomic power and encourage the generation, by 
this and other means, of cheaper electric energy without changing the basic 
concepts embodied in the Publie Utility Holding Company Act of 19385 

Included among members of this association are industrial organiza 
utility companies both of which have a genuine interest in the development 
nuclear reactors as a heat source for the commercial generation of electric 
power. Some of our members made substantial contributions to the devel 
opment and utilization of atomic energy for military purposes. In fact, Amer 
ica’s leadership in the military application of nuclear energy could only have 
been achieved through the joint efforts of many diverse business organizations 
working with the Government. Now that we stand on the threshold of develop 
ing what will doubtless be the most significant of all peacetime applications of 
atomic energy, it seems only proper that barriers to joint participation by private 
industry should be removed so long as there is assurance that the interests of the 
public are adequately protected. 

Manufacturers consume about 40 percent of all electricity produced in the 
United States and thus have a vital interest in the development of new as well 
as cheaper sources of electric energy. Moreover, the tremendous expansion of 
the economy required to create jobs and satisfy the needs of a rapidly increasing 


ling Com 


plated enterprise meets 
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doubtless require fur more electricity than could be produc 
expansion programs. Industry is also interested in this untapped 
gy because of equipment which must be manufactured to harnes 
Participation by industry during the early stages of research 
tation will assure that it keeps pace with new developments and 
better position to meet production demands 
technological improvements in the production and transmission of 
heen very significant over the past 20 vears, we believe that fi 
ts, particularly with reference to atomic power, will be fa: 
ith this prospective growth, advances which result in lowe) 
everincreasing Capital investment 
osts of building a single experimental reactor run into the 
and the unit may well be obsolete upon completion. This 
Which businessmen are willing to undertake. Yet, no organi 
pected to underwrite such a venture alone. Instead, it will 
efforts of many industrial and utility firms and their ex 
effort and money will doubtless lead to the economic and 
n of electric power from this new source of energy 
Atomic Energy Act of 1954 provided private industry with if 
participate, on an independent basis, in this potentially 
field It was the sense of Congress, as expressed by the 
Atomic Energy, that 


goal of atomic power at competitive prices will be reached more 
rivate enterprise, using private funds, is now encouraged to play 
role in the development of atomic power than is permitted under 
egislatior In particular, we do not believe that any developmental 
carried out solely under governmental auspices, no matter how effec 
can substitute for the cost-cutting and other incentives of free 


petitive enterprise.” 


The act, while authorizing private ownership of reactors and production facil 

es also imposes rigid control and close supervision over the activities of all 

engaged in atomie energy programs The public interest, therefore, is 

protected 

attempt to review the many ramifications and technicalities of the 

Act. Nevertheless, it is apparent to us that the present re 

may deter the development of commercially feasible reac 

iuclear energy and to that extent may defeat one of the principal! 

the Atomic Energy Act—that of encouraging industry participation 

as we understand it, the requirements of the Holding Company Act 

pplicable where a group of utility and nonutility companies form, and 

n, a certain percentage of stock in a subsidiary company owning 

generating facilities. Under the act, the participants in such 

hecome registered holding companies which entails control by 

id Exchange Commission over the company’s capital structure 

in it, over the acquisition of securities and other assets, ove 

: ¢., all requiring additional governmental regulation, in 

reased administrative burdens and expenses, and reduced flexibility of opera 
tion 

Industri: il are not presently covered by the act and they understandably 

splay lucta » to participate in a program which would subject them to 

such burdensome regulations and recordkeeping requirements. All of which 

ld be in addition to regulation by the Atomic Energy Commission, 
ome utility companies have doubtless learned to live with the requirements of 
Holding Company Act. Nevertheless, many of them devoted a great deal 


el 


and effort to divest themselves of holdings in order to avoid its appli 


\ 


thus apparent that the prospect of once again coming within its application 
ay the least, discouraging. This is especially true since the utilities are 
isively regulated by the States and/or the Federal Power Commis 
ld be emphasized that the Holding Company Act will continue to 

0 those companies now regulated thereunder. 
S. 2643, as we view it, would conform the Holding Company Act 
jectives of the Atomic Energy Act by offering encouragement instead of 


acles to research, experimentation and development of commercially 
] 


e electric power from nuclear energy. The generation of electricity b) 
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atomic power even in the present stage of development, requires a capital 
vestmient so great that only a relatively few companies could prudently afford 
its financing. Competition in the development of atomic energy would be et 
larged by allowing companies to pool their resources. Some companies, no 
virtually excluded from the power reactor field due to financial requirements, 
would be encouraged to participate with others in the future growth of this 
industry. Accordingly, enactment of the proposed amendment would not confine 
nuclear technology to a selected few. Instead it would afford an opportunity for 
participation by numerous companies, large, small and medium, with the result 
int gain in know-how in this potentially important field 

\s we understand it, the other feature of S. 2643 would permit utility 


panies operating in the same general area to join together for the purpose 


constructing and operating a powerplant for the production of more economical 


electric power, The smaller independent electric companies often do not have 


the financial resources to construct the most efficient generating plants. Such 
plants must be large and, therefore, a heavy capital investment is essential 
Moreover, these generating plants are of such great capacity that their electri 
energy output cannot be fully and economically absorbed into a single company 
system. Thus, two roadblocks confront the smaller electric compani 

providing the capital and distributing the output. 

The proposed multiple ownership and use of large new type generating plants 
by electric Companies in the same general areas would solve, we believe, the 
related financial and economic problems of the smaller companies. They coyld 
pool their capital resources and share in the distribution of the output. In addi 

on, the benefits of lower costs from the more efficient plants would be enjoye 
Vv all types of consumers, 

Under present requirements, the participating Companies would become subject 
to the Holding Company Act and the rules, regulations, practices, ete., to which 

holding company is now subjected. It does not appear to us that this is the 
type of situation which the Congress intended to control under that act which was 
designed to cover ownership by holding Companies of Common stocks in operating 
itilities and to keep such companies within a reasonable and practical size so they 
could be regulated in the public interest. The participants in a project of the 
kind contemplated by S. 2648 would actually own the generating company and 
absorb all of its energy output in their own utility system. The company would 
be formed for the sole purpose of permitting the participants to jointly build 
i larger, more efficient, and more economical generating plant than would be 
practicable for any one of them alone. In our view, the public interest would be 
idequately protected by the conditions specified in the bill and the continued 
egulation by the States. 

In view of the foregoing, we favor the enactment of legislation to accomplish 
the objectives sought by S. 2648 and recommend that the committee act favorably 


thereon 


SUPPLEMENTARY STATEMENT ON S. 26483 (S4rit Cong.) SuBMI?TrED BY E. BLyrut 
STASON, ANN Arpbor, MICH. 


Gentlemen, pursuant to the privilege afforded of submitting an additional 
statement concerning S. 2645 in response to the supplemental statement of 
May 24 of the Securities and Exchange Commission, I wish to offer the following 
further comments concerning the issues under consideration by the subcommittee. 

The Commission's statement indicates on page 1, paragraph (1) that no member 
of the Power Reactor Development Co. or similar organization will “by virtue 
of such membership” become a holding company under the act unless the Commis 
sion should declare it to be such by order which would be subject to court appeal. 
it is further stated that an order declaring a member to be a holding company 
could be entered only after hearing and upon finding: First, that such member 
either alone or with others “actually controlled” Power Reactor Development Co., 
ind, second, that it is necessary or appropriate in the publie interest or for the 
protection of investors or consumers that the act be made applicable. In short, 
the Commission has jurisdiction and power to act, and whether or not such power 
will be exercised will depend upon the facts as found by the agency 

The questions thus raised are of considerable importance, and IT should like 
to have them clearly understood. Accordingly, I am attaching hereto a memo 
riandum of authorities, including both SEC opinions and court decisions, perti 
nent to the questions involved and indicating the extent of the Cominission’s 
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together with the manner of its exercise. The authorities cited in thi 
lum seem rather certainly to warrant the following conclusions, all of 
re significant in conne¢ u With the supplementary statement of the SEC 
eed of an amendment to the Holding Company Act: 

igh the SIC’s statement indicates that “actual control’ must be foun: 
SC opinions and court decisions in cases which have hitherto bee 


learly indicate that far less than actual control is necessary to brin; 
finding of “controlling influ e.””’ A number of such decisions hav: 
manded down especially under section 2 (a) (S) (B) of the act in pro 
instituted by the Commission « its own motion. In these opinions the 
on has held that pub interest required that certain nonregistered 
nies be held to be subsid ies of holding companies under the act, not 


! 
ling the fact that the holding companies involved owned less thar 


ent of the voting securities. An examination of the cases cited r« 
wide variety of factors that may result in a finding of “controlling 

’ In fact very little “influence” may serve to support an aftirmativ« 
the issue even susceptibility to control has been deemed sufficient, 
latent power of control has likewise been held to support the finding 
upplementary statement the Commission has stated that no member of 
ctor Development Co, would be held to be a holding company because 
embershiy This is doubtless true but the fact by no means resolves 


more, it may be properly concluded from the authorities cited ir 
randum that no showing of invidious invasion of public interest or 
ts of investors or consumers need be made to accompany an aflfirma 
ding of “controlling influence” and warrant exercise of Commission ju 
It would seem that almost any pecuniary interest on the part of the 
uld suffice for the purpose, and indeed it has been so stated in one 
umission’s opinions bor example, if the Commission should regard 
ch program as too expensive or too speculative, it could substitute its 
for that of the company and issue the controlling order. In this 
tention should be called to the fact that the interests of the public 
es, service, and satet are concerned are quite adequately repre 
ic utility commissions: and in the case of 
tor Development Co. the Michigan Commission has carefully exam 
nterprise and indicated its a] proval thereof 


qd prote ted bs State rT 


Commission’s supplementary statement also refers to the possibility 
review of Commission orders. The authorities reveal that if the SEC 


find that a requisite controlling interest exists, the opportunity for a 
reexamination of the decision is exceedingly limited and inadequate 
isfactory reexamination of the merits. Section 24 (b) of the Public 
ding Company Act of 1935 prescribes that “the commencement of 

under subsection (a) shall not, unless specifically ordered by the 
ite as a stay of the Commission’s order.” Accordingly, unless the 

f the Public Utility Holding Company Act of 1985 are promptly com 


penalties may be incurred Moreover, it is provided by section 24 (a) 
that “the findings of the Commission as to the facts if supported by 
evidence shall be conclusive.” Under this clause the decisions of 





fact questions are quite unlikely to be set aside. In short, 
h there is a technical opportunity for judicial review, it is of very limited 
nder the circumstances here involved. 

of the foregoing it is submitted that the possibility of SEC jurisdic 
r the Public Utility Holding Company Act is such as to create a sub 
problem in connection with research and development in atomic indus 
igh joint action such as that proposed by the Power Reactor Develop- 
Especially in view of the fact that the Public Utility Holding Com 
vas never intended to cover such situations, it would seem clear that 





» public interest will be best served by removing the restrictive burden by the 
yption of an appropriate amendment. 


. it is noted that the Commission in its statement suggests that it is 
the possibility of issuing an appropriate rule under section 2 (a) (38 
ly to provide for class exemption. Wholly apart from the fact that the 


making authority is so limited by earlier language in section 2 (a) (3) that 


possibly serve a useful purpose in this regard, the fact is that it is 


atly to be preferred in the interest of certainty and continuity that the policy 





ion be examined on its merits and determined by Congress. 
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MEMORANDUM OF AUTHORITIES ON THE SUBJECT OF “CONTROLLING INFLUENCE” 
UNDER THE PUBLIC Utitiry Horpina ComPpANyY Acr SupRMITTED IN CONNEC 
tion WITH HEARINGS BEFORE THE SENATE ENYERSTATE AND FOREIGN COMMERCE 
COMMITTEE ON NS. 2643 


In analyzing the impact of the Publ 





tility Holding ¢ pinvy Act on joint 
groups engaged in the development of nuclear electric power, the first major 
consideration involves the circumstances that will serve to bring an enterprise 
within the definition of a holding company or a subsidiary subject to the act 
The pertinent statutory provisions are found in section 2 (a), subdivisions 
and S, the former defining “holding Company” and the latter “subsidiary.” 
When a person owns, controls, or holds with power to vote 10 percent or more 
of the voting securities of a public-utility company such person is prima facie 
a holding company within the meaning of the act Ilowever, upon application, 
such person may show that it is not a holding company (or a subsidiary as the 
case may be), notwithstanding Ownership of 10 percent or more of the voting 
stock, providing he can show, inter alia, that a “controlli nfluence” is not 
exercised over the management and policies of the subsidiary pu! utility 
company. The precise conditions and procedures for rebutting the prima facie 
inference are not material here, but the burden of rebutting the presumptior 
lies with the applicant,’ and the cases indicate that the burden is an onerous one 





Many of the cases interpreting sections 2 (a) (7) and (S) have resulted from 
applications by companies prima facie within the act beenuse of exceeding the 
10 percent stock ownership rule. They apply for exemption from th et by 
attempting to show absence of controlling influence Hence, there has been cor 
siderable judicial and administrative interpretation of the term “controlling in 
fluence.” No case has been found where a company has actually been declared 
to be a holding company in the first instance and compelled to register as such 
when it owned less than 10 percent of the stock ina public utility 

In considering the question involved in S. 2645. however, if must not be ove 
looked that section 2 (a) (7) (B) permits the SEC to tind that a person is 


holding company despite the fact that it owns Ie than 10 percent of the out 


le 
standing voting securities, if the Commission determines that such person is 
exercising a “controlling influence” over a public-utility company. As a matter 
of procedure such person is not deemed a holding company and need not register 
until the Commission has issued an order, after notice and an opportunity for 

hearing, declaring it to be a holding company. This provision seems to have 
been invoked rather infrequently. It is not clear who has the burden of proof 
in such a proceeding, but it would seem that “controlling influence” would be a 
matter for the Commission to prove, although the Commission no doubt would 
be less demanding of itself than it might be of others 

However, under the correlative section 2 (a) (8S) (B), the Commission has 
instituted several proceedings to declare on its own motion, after notice and op 
portunity for hearing, that the public interest required that certain nonregistered 
companies be designated subsidiaries of holding comnanies already registered 
on the grounds that the holding companies were exercising “controlling influence 
even though they did not own 10 percent of the voting securities of the subsid 
iuries.' 

In cases involving a finding of “controlling influence,” the courts Ihave con- 
sistently held that this is a fact 


inl matter for the Commission to determine, 






and that the Commission would be sustained where there is a “rationtl basis” 
for the administrative decision \ great ariety of factors and relationships 
have been considered significant by the Commission in determining whether 
one Company exercises a controlling influence over another. The size and extent 

1 See sees. 2 (an) (7) and (8), 15 U. S. C. A. sees. 7T9b (a) (7) and (8). quoted in ful nh 


the appendix to this memorandum, 

2 Detroit Edison Company vy. 8. BE. C., 119 F. 2d 730 (1941) 

8 Thid See also Pacific Gas and Flectric Co. v. S. BF. C., 127 F. 2d 378 (1942): Hart I 
Gas and Electric Co. y. S. EF. C., 129 F. 2d 794 (1942) ; American Gas and Eleetric Co 
8. E. C., 184 F. 2d 633 (1943). 

Sec 2 (b). 15 U. S. C. A. sec. 79b (b). See Blair and Co., Inc., 12 §. FE. C. 661 (1943 
or such a nroceeding 

5 See Blair and Co., Inec., 12 8S. EB. C. 661 (1948) 

5Shinn & Co., 7 S. E. C. 888 (1940): Associated General Utilities Co., 4 S. BK. C. 526 
(1939) Umplovees Welfare Association, Ine., 4 8. li, C. 792 (1989) Utilities Lmployecs 
Securities Ca.4S. B.C. 808 (1989), 

7 American Gas & Electric Co. v. S. Ff. C., 134 F. 2d 633 (194%) : Rochester Telephone 
Corp. v. U. &., 307 U. S. 125, 146, 59 S. Ct. 754 (1939) ; Detroit Edison Co. v. 8S. E. O 
119 F. 2d 730 (1941). 
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of the companies involved, the intercompany relationships, the distribution of 
its securities. and the opportunity presented because of the relationship between 
the companies for execessive charges and unfair contracts, all are factors which 
are scrutinized carefully by the Commission.” Interlocking officers or directors, 
the Inanagement of the operating utility by former officers of the holding company, 
and the potential power to break a quorum or exercise a veto in certain matters 
have been considered relevant.”. Another important criterion is the history of 
past relationships between the companies, which one court has said “may result 
in a personnel and tradition which makes one company responsive to the desires 
of another.” Another indicator of controlling influence has been found in the 
fact that reports and recommendations have passed from one company to an- 
other.” Where one one company purchases the major part of aonther’s output 
of gas or electricity, the resulting economic interdependence makes it likely 
that the Commission will find that there is ‘controlling influence.” }2) The Com 
mission has held that controlling influence may spring as readily from “advice 
constantly sought as from command arbitrarily imposed.” Affirmative and 
actual control is not necessary; susceptibility to control has been deemed suffi- 
cient.'4 

If one company is capable of exerting a controlling influence over another, the 
fact that it has not done so will not be sufficient to gain for it an exemption.” 
A latent power to resume control is sufficient.” A statement frequently expressed 
by the Commission and accepted by the courts is: 

“Controlling influence is something less in the form of influence over the man 
agement or policies of a company than control, and * * * a latent power of 
control may amount to a controlling influence.” ’ 

The Commission’s broad interpretation *® of the term “controlling influence” 
has led one writer to suggest that it has been construed to mean “influence” 
only 

It will be noted that under section 2 (a) (7) (Bj, the Commission is required 
to make an additional finding that this “controlling influence” makes it “neces- 
sary or appropriate in the public interest or for the protection of investors or 
consumers” that a company be declared a holding company despite a less than 
10 percent stock ownership in another utility. Section 2 (a) (8) (B) contains 
similar language applicable to subsidiaries. 
is again a question for the Commission to determine.” In one of the leading 
cases involving section 2 (a) (7) and (8) of the Publie Utility Holding Com 
pany Act of 1935, it is stated: 

“The phrase ‘public interest’ as used means that the public has some pecuniary 
interest or an interest by which legal rights or liabilities of its individual members 
are affected by the operation of the utility. The phrase is not to be construed 
as requiring the Commission to find that the conduct of the applicant’s business 
has or will affect the public adversely. The statute contemplates action pros 
pectively. It is a preventive measure intended to regulate action before the 
interests of those concerned are adversely affected.” ” 

The finding of effect upon the “public interest” or the interests of “investors” 
or “consumers” need not involve anything invidious in nature. It may amount 
to no more than a difference in judgment concerning the wisdom of expenditures. 
Whether the Commission would attempt to find (1) controlling influence by any 
or all of the investing companies in an atomic power corporation, and (2) that 
the public interest requires such a finding, in the event that none of the com- 
panies own as much as 10 percent of the voting securities of the corporation, 
is a matter of conjecture. On the basis of past decisions, it would seem that 
there is at least a possibility of such findings, and a possibility of sufficient 
consequence to occasion serious concern, especially since such findings will sub 


8 Detroit Edison Co. v. 8. EF. C.,119 F. 2d 730, 739-740 (1941). 

® Pacific Gas & Electric Co. v. 8S. E. C., 127 F. 2d 378 (1942). 

10 American Gas & Electric Co. vy. 8. E. C., 134 F. 2d 633, 636 (1943). 

1 Pacific Gas & Electric Co.,10 S E. C. 39, 60-62 (1941). 

12The Ilartford Gas Co., 8 S. E. C. 758 (1941), affirmed 129 F. 2d 794 (1942) ; Chicago 
District Electric Generating Corp., 2 S. E. C. 10 (1937). 

18 The Hartford Gas Co., 8 S. E. C. 758 (1941), affirmed 129 F. 2d 794 (1942). 

14 Pacific Gas & Electric Co. v. 8S. F. C., 127 F. 2d 378 (1942). 

18 Detroit Edison Co. vy. 8S. E. C.,119 F. 2d 730 (1941), 7 S. E. C. 968 (1940). 

16 Thid. 

17 Koppers United Co. v. 8. E. C., 1388 F. 2d 577, 588 (1943). 

18 See Comment, 51 Yale L. J. 1018 (1942). 

19 See Comment, 40 Mich. L. Rev. 274 (1941). 

» Pacific Gas & Electric Co. v. S. E. C. (127 F. 2d 378 (1942) ). 

21 Detroit Edison Co. v. 8. E. C., (119 F. 2d 730, 739 (1941)). 
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ject the company held to be a holding company to the burdens of the Public 
Utility Holding Company Act with respect to all of its operations. 

There remain to be considered several cases which may shed some additional 
light on the action the Commission might take in respect to a nuclear reactor 
project whose stock is owned by several corporations. In Northern Natural 
Gas Co.” it was held that X utility company, in which A owned 380 percent, B, 
35 percent, and ©, 35 percent of the Common stock, was a subsidiary of all 38 
companies, since each exercised a controlling influence over X in important 
matters of management and policy. There was no evidence of an express agree- 
ment between A, B, and C. Therefore, this case stands as a precedent for a find- 
ing that several Companies may exercise a controlling influence over a single 
utility. Ilowever, in Federal Light & Traction Co., where 1 persou owned 17 
percent, and another 62 percent of the common stock, it was held that the person 
owning 17 percent was not a holding company. The disparity was too great 

Again, in Chicago District Electric Generating Corp.™ A owned 40 percent, 
B owned 30 percent, and C owned 30 percent of the voting securities of X. X 
sold 95 percent of the electricity it generated to A, and A supplied 5 of the 7 
directors of X. C, whose officers were not consulted on business affairs, applied 
for an exemption, and it was held that X was not a subsidiary of C. Hence, it 
appears that investment alone does not necessarily mean that the Commission 
will find that there is controlling influence. Affirmatively, the case indicates 
that the companies who purchase the power output of a generating utility 
company more likely will be found to exercise a controlling influence because 
of the economic interdependence involved. 


APPENDIX 


Sections 2 (a) (7) and 2 (a) (8) of the Public Utility Holding Company Act 


of 1935 read as follows: 
‘Sec. 2 (a) (7). “Holding company” means 
“(A) any company which directly or indirectly Owns, controls, or holds 
with power to vote, 10 per centum or more of the outstanding voting securi 
ties of a public-utility Company or of a company whic! is a holding company 
by virtue of this clause or clause (B), unless the Commission, as hereinafter 
provided, by order declares such company not to be a holding company ; and 
“(B) any person which the Commission determines, after notice and oppor- 
tunity for hearing, directly or indirectly to exercise (either alone or pursu- 
ant to an arrangement or understanding with one or more other persons) 
such a controlling influence over the management or policies of any public- 
utility or holding company as to make it necessary or appropriate in the 
public interest or for the protection of investors or consumers that such 
person be subject to the obligations, duties, and liabilities imposed in this 
title upon holding companies. The Commission, upon application, shall by 
order declare that a company is not a holding company under clause (A) 
if the Commission finds that the applicant (i) does not, either alone or pur- 
suant to an arrangement or understanding with one or more other persons di- 
rectly or indirectly control a public-utility or holding company either through 
one or more intermediary persons or by any means or device whatsoever, 
(ii) is not an intermediary company through which such control is exercised, 
und (iii) does not, directly or indirectly, exercise (either alone or pursuant 
to an arrangement or understanding with one or more other persons) such a 
controlling influence over the management or policies of any public-utility or 
holding company as to make it necessary or appropriate in the public interest 
or for the protection of investors or consumers that the applicant be subject 
to the obligations, duties, and liabilities imposed in this title upon holding 
companies. The filing of an application hereunder in good faith by a com 
puny other than a registered holding company shall exempt the applicant 
from any obligation, duty, or liability imposed in this title upon the applicant 
as a holding company, until the Commission has acted upon such application. 
Within 2 reasonable time after the receipt of any application hereunder, the 
Commission shall enter an order granting, or, after notice and opportunity 
for hearing, denying or otherwise disposing of, such application. As a con- 
dition to the entry of any order granting such application and as a part of 
any such order, the Commission may require the applicant to apply periodi- 
#5 S. E. C. 228 (1939). 
2 Federal Light and Traction Co., (5 8. B.C. 140 (1939) ) 
™2S. E. C. 10 (1937). 
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refrain from doing such act 
f voting rights, control over proxies, desig 
existence of interlocking officers, director 
submission of periodic or special reports regard 
nships of the applicant, as the Com 
to ensure that in the case of the 
(i), (ii). and (iii) are satisfied 
is effective The Commission, upon 
ie Company affected, shall revoke the 
he a holding company whenever in 
n clauses (i), (ii), or (iii) is not satisfied 
modify the terms of such order whenever 
s necessary to ensure that in the case of 
ecified in Clauses (i), (ii), and (iii) are 
vhich such order is effective Any action of 
preceding sentence shall be by order.” 

. cified holding company means 
re of the outstanding voting secur 
owned, controlled, or held with power 
ompany that is a subsidiary 
of this clause or clause (B)) 
ded, by order declares such 

uch holding company: and 

which the Commission 
be subject to a Con 
ng company (either 
ng with one or more 
i in the public in 
such person be 


this title upon 


declare that a company 
under clause (.A) if 

1, directly or indirecth 

rrangement or unde 

one or more inte 

the appli 

another company 

applicant are not subject 

directly or indirectly, by such holding company (either 

iderstanding with one or more other 

propriate in the public interest or 

that t applicant be subject to the 
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an application hereunder in good fai 
tt obligation, duty, or liability imposed in this 
the applicant as a subsidin compat f such specified holding com 
the Commission has acted upon such application. Within a reason 
ter the receipt of any application hereunder, the Commission shall 
, iting, or, ter notice and opportunity for hearing, denying 
or otherwise disposing of, h ; lication, Asa mm tion to the entry of, and 
as a part of, any order gran g such application, the Commission may require 
the applicant to apply peri ally for a renewal of such order and to file such 
periodic or special reports regarding the affiliations or intercorporate relation- 
ships of the applicant as the Commission may find necessary or appropriate to 
enable it to determine whether in the case of the applicant the conditions speci- 
fied in clauses (i), (ii), and (iii) are satisfied during the period for which such 
order is effective. The Commission, upon its own motion or upon application, 
shall revoke the order declaring such company not to be a subsidiary company 
whenever in its judgment any condition specified in clause (i), (ii), or (iii) is 
not satisfied in the case of such company, or modify the terms of such order when- 
ever in its judgment such modification is necessary to ensure that in the case of 
such company the conditions specified in clauses (i), (ii), and (iii) are satisfied 
during the period for which such order is effective. Any action of the Com- 
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lear 
vy, Florida: 
industrial companies 
heock & Wilcox Co 
ear powerpl 
sion distance 
roject a ( 
other type rea i “der to determ 
isibility Present project thinking contemplate 
wtor which we exp 


tems 


presente ; ie Tol r Cony \ erve as ; il deterrent 


project In determining the size of the project \ val ndertake and 


the money we shall be prepared to commit, and in asse ne the speed with which 
e can move ahead with our program, the effect of that act is a factor hich 
we shall have to consider carefully. We believe it t a seri harrier to our 
rogress It may result in delays ‘ven in altering the cor » otherwise 
would take 
An amendment of the Holding Company Act alon he lines nsidera 
tion by your committee would be of substantial assistance to us leat 


We do not believe that such an amendment would be inj 
objectives of that law or detrimental to the public interest 

It is the understanding of:the Florida Nuclear Power Grou 
mittee is presently limiting its consideration of section 4 of S 
organizations during the research and development period of ration 
believe that the progress and development of the program recently undertaken 
by our group would be effectively promoted by an amendment to the Public 
Utility Holding Company Act of 1985 in the respects now under consideration 
by your committee. 

The Florida Nuclear Power Group, therefore, supports the proposed amend 
ment to section 2 (a) (38) of the Public Utility Holding Company Act. We 
regard it as salutary legislation, in the public interest, which will advance our 
project and others of a similar nature. 


Los ANGELES, CALIF., May 4, 1956. 
the Honorable WARREN G. MAGNUSON, 
Senator from Washington, 
Senate Office Building, Washington, D. C.: 
Our chamber endorses bill S. 2648 and urges its early passage 
ARNOLD BECKMAN, 
President, Chamber of Commerce. 
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TEXTILE WORKERS UNION OF AMERICA, 
Washington, D. C., May 11, 1956. 
Hon. JoHN O. PASTORE, 
United States Senate, Washington, D. C. 


DrAR SENATOR Pastore: I had hoped to be able to find time to file a statement 
before the Committee on Interstate and Foreign Commerce opposing S. 2643 
during the present hearings which you are conducting. However, the pressure 
of work in connection with the convention of my own union has made it impos 
sible to do more than write this brief communication. 

Both on behalf of the Conference of New England CIO Councils, composed 
of the six State CIO bodies, including Rhode Island, and for my own union, the 
Textile Union Workers of America, AFL-CIO, will you please record us as 
strongly endorsing and supporting the testimony by James L. Grahl, director of 
the atomic energy service, American Public Power Association, before your com 
mittee on April 18? 

I have worked closely with Mr. Grahl in connection with the activities of the 
Electric Consumers Information Committee and regard him as one of the out 
standing experts in this field. 

We have studied the Grahl testimony carefully; we agree in detail and in 
broad outline with everything he says. Had I been able to prepare a statement 
I would have offered the same analysis and conclusions, but would have been 
considerably more emphatic in the tone of my presentation. 

It is our conviction that private industry will not do this job which 1s so 
essential to New England and the country as a whole until it is given the most 
unreasonable and, indeed, socially and economically harmful concessions and 
subsidies. The Federal Government itself must step in and launch this program 
in its initial stages. Later private industry may follow suit. 

Very sincerely yours, 
JOHN W. EDELMAN, 
Washington Representative. 





WASHINGTON STATE POWER COMMISSION, 
Olympia, Wash., May 25, 1956. 
Re S. 2643, 84th Congress 
Senator JOHN O. PASTORE, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR PASTORE: As a member of the Washington State Power Com- 
mission, I am, of course, interested in the development of electric plants in the 
State and in the Northwest area, be they hydro or thermal and whether or not 
they are constructed by private or public utilities or the Federal Government 
In the various publications, bulletins, and papers which come to my attention, 
I have noted considerable comment, both pro and con, concerning S. 26438. 

It is my feeling that much of the criticism of this bill comes from persons who 
are simply opposed to any act which might aid or help private utilities; and 
in my opinion, the criticism from such persons or groups does not have merit. 

In our State in 1953, the legislature created the Washington State Power Com- 
mission, the purpose of which was to aid and promote the development of 
facilities for the production of electric power by both private and public utilities 
from waterpower and heat sources as well. A part of this act creating the com- 
mission sets up provisions for an operating agency R. C. W. 43.52.360. This 
operating agency seems to me to be in many respects a parallel to a combina- 
tion of private companies for the construction of large facilities. The operat- 
ing agency may be composed of cities, public utility districts or combinations 
thereof for the purpose of acquiring, constructing, operating, and owning plants, 
systems, and other facilities for the generation or transmission of electric power. 
We have done for the public agencies in this State, I think, what your bill seeks 
to do in a manner for the private utilities. 

In reading over S. 2643, I conclude that it is a step in the right direction, 
and I feel that the safeguards as set forth in section 5 adequately protect the 
publie interests. Many of the facilities and plants under consideration in the 
Northwest are beyond the ability of many individual companies but could be 
constructed by the combination of these companies. It is my hope that this bill 
will receive approval by the Congress and be enacted into law. 
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My comments expressed herein are my own and, of course, do not necessarily 
reflect the opinion of the commission as well as of any of the other members 
Very truly yours, 
F’. Sruart Foster. 


CROWN ZELLERBACH Corp., 
Portland, Oreg., May 15, 1956. 
Senator JOHN O. PASTORE, 
Senate Committee on Interstate and Foreign Commerce, 
Washington, D. C. 

DEAR SENATOR PASTORE: I hope that I may trespass briefly on your time to 
urge your support of Senate bill 2643. 

As a resident of the Pacific Northwest, I am increasingly conscious of the 
need for large hydroelectric developments. The scope and scale of these is 
such that they can most effectively be built by the pooled resources of various 
public utilities. 

I share the feeling of all people with respect to holding companies and the 
manipulations of which they have been guilty. In this instance, however, we 
have what I feel is a joint-venture approach that deserves the support of think- 
ing citizens. It can result in great good without any of the attendant abuses 
for which holding companies were noted. 

I sincerely hope that support will be given Senate bill 2643 and that early 
action will be taken on this. 

Sincerely, 
JOHN M. FULTON. 


AMERICAN PUBLIC POWER ASSOCIATION, 
Washington, D.C., May 11, 1956 


Senator JonNn O. PASTORE, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR PASTORE: During my testimony on behalf of the American Public 
Power Association on S. 2645 on February 18, 1956, I said that I would furnish 
some additional information to the special committee by letter. At the time that 
I testified, I was not in a position to express the association’s views on legislative 
provisions suggested by Mr. William Mitchell, the Atomic Energy Commission 
representative, in his testimony before your committee on February 18, but offered 
to ascertain the views of the association and convey them to your committee by 
letter. 

During the recent annual! convention of the American Public Power Association, 
April 24-26, 1956, careful consideration was given by the association committees 
to the more limited type of exemption to the Public Utility Holding Company Act 
which the AEC had suggested. This letter reflects the observations and conclu 
sions resulting from the consideration of our committees. 

In concluding his testimony before your committee, the AEC representative 
had stated that: 

“Summing up the Atomic Energy Commission’s view on the three aspects of the 
bill to which I have just addressed myself, the Commission believes that a non- 
automatic exemption from the Holding Company Act, limited to the research and 
developmental phase of a particular power reactor facility, having limited appli 
cation to transmission facilities adjacent to and integrally associated with such 
a facility, would be consistent with the public interest We hope that such 
limited exemption would be adequate to achieve our goals.” 

It is recognized that if legislation could be enacted which adhered strictly to 
the limited type of exemption proposed by AEC, it would certainly be preferable 
to the broad and self-executing exemptions proposed by 8. 2643. If the provisions 
of the Holding Company Act did in fact prevent the sponsorship of demonstration 
atomic powerplants by private industry or subject industrial sponsors to burden- 
some and unnecessary regulation, then the AEC suggestion would represent a 
more precise and more suitable way of permitting such sponsorship. 

However, the association is unable to determine that even the limited exemption 
proposed by the AEC is necessary. If it is not necessary, it would in our opinion 
certainly be undesirable to open up the Holding Company Act to amendment and 
set a precedent for special statutory exemptions. 
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»@ ing Holding Company Act includes provisions, as pointed out im my 
before your committee, which appear to allow the Securities and Ex 


ig ssion to grant exemptions to industrial companies participating it 
ustration atomic-power pr cts Specificalls ection 8 (a) (5) of the Hold 
Co any Act provides that the Securities and Exchange Commission, “unless 
f ept insofar as it finds the exemption detrimental to the public interest or 
erest of investors or l ners, Can exempt an industrial Company if it 
only incidentally a holding company, being primarily engaged or inter 


ed in one or more businesses other than the business of a publie-utility company 


not deriving, direct or indirectly, any material part of its income 
om any one or more subsidiary companies, the principal business of which 
i iblic-utility con 
he view of the as n th be ndinent of the Holding Company Act 
required miirined by the comments on H.R. 6294 and S. 2648 by the Securi 
‘ ixchange Comn on in its . randu tf February 7, 1956, to Senat 
Warren G. Magnuson, chairniuin of the Senate Committee on Interstate and For 
eign ¢ nerce, and by th estimony before your committee of the chairman of 
the Securities and Exchange Commission, Mr. J. Sit r Armstrong Phus, the 
‘I rhie randum state ihe Securities and Exchange Commission 
iW »of any need for t1 bill, either to further joint experimentation in 
reactors or joint generating project No atomic power project has been 
( ‘ i is < e} \ effect 
has? ved considerable testimony to the effect that industrial 
Sone ¢ ho SSOCii i with the Detroit Edison Co. in spor 
i i j nt, believe that the Holding Company 
O LHeLY Tk cipal ili > ha project Clespite the provisi is ll 
é miprions vie 1 reusotl bie an espite the est TL of the 
s es and | | ige Col llowever, t SEC memorandum declares 
here any | for i ent of the bill (S. 2645) to preserve the fre 
re Mation of compat h are lmarily industrial Companies il 
wl to join with other indu ith n 4 v the jul 
tion eS ntina col ny owl pel iz atomic re tor Tactiities 
{ t/ i ¢ ? ( 1 f adi hide } iterest nMojJON 
f ition of a COMI, fhat avould ow and operate an atomie reactor 
at Purposes, Ait jp l entitled to an exren ption yrom all of the 
S10) ft iel t ) ect pursuant to section a) (8).” | Empha 
C ’ } 
The testimony of industrial representatives was considered by the association 
i reaching a « sion on the legislative proposals made by the 
Atomic Energy Conmimission. It Was noted that the objections of the industrial 
par epresential to tl provisions of the Holding Company Act were 
largely njectural and speculative. They thought that their companies “might” 
become subject to the act if they participated in power reactor projects, and that 
applying to the Securities and Exchange Commission might be burdensome and 
bject them to continuing scrutiny Conjectures that existing statutes are in- 
equate are not especiall onvincing, particularly when the administering 
Fency ut invites applications for exemption 


] 
. : i A 
Consideration was given also to the testimony of Mr. Robert E. Ginna of the 


Roches Gas & Dlectrie Corp., who urged passage of S. 2648 because his com 


pany would not want to invest in the Detroit-Edison project on the basis of an 
exemption from the Holding Company Act granted by the SEC under present 
law Such an exemption, Mr. Ginna said, would be “discretionary and condi- 


tional,’ and “could be revoked and that revocation would leave us in an un- 
tenable position with very serious consequences.” To assert that industry 
should be exempted by statute from the discretionary authority of a regulatory 
commission because that Commission might in the future exercise its authority 
in an unreasonable or capricious manner seems to us a curious argument, 
especially when there is no showing that the agency has acted in this way in 
the past. This same argument would seem to apply to any and all legislation 
granting discretionary authority to regulatory agencies of the Government. It 
would apply, for example, to the licensing of power reactors by AEC, since AEC 
has discretionary authority to grant, deny, and revoke these licenses. 

Presumably, Rochester Gas & Electric would have the same objections to the 
alternative provisions suggested by the AEC, since these too would give the SEC 
discretion to grant or deny, and subsequently to terminate, exemptions from 
the act in light of the circumstances of each case and considerations of the 
public interest. 
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If the supporters of S. 2643 had requested exemption under existing law and 
had found that they could not obtain it or that obtaining it involved burdens and 
conditions which were unacceptable and unnecessary, then there might be a 
basis for requesting relief. In the absence of such evidence or other specifie 
demonstration of the need for change in the Holding Company Act, and in the 
light of exemptions possible under existing provisions of the act, this association 
necessarily concludes that the act as it stands does not prevent or hamper 
the sponsors of privately financed atomic power projects in going ahead ex- 
peditiously, except to the extent that there is adamant refusal even to seek the 
relief presently available under the Holding Company Act 
I was asked to make it clear to your conmittee that the association’s o] posi- 

he Public Utility Holding Company Act 
lx 


does not in any Way imply opposition to privately 





tion to the proposed amendments to t 


sponsored and financed atomie 
power projects. On the contrary, we think that they should go ahead as 


rapidly as they can. We do not believe that private investment in atomic power 


facilities is at issue het It is ir view that amendment of the Public Utility 
Holding Company Act as proposed s d hrave tt if any effect upon the rate 
of atomie power development by industry in this unt and the fact that the 
Detroit-Edison combine reportedly has placed orders for $2,355,010 worth of 
reactor components indicates that this project is apt to go ahead in the absence 
of any changes to the Holding Company Act 

The association does oppose granting to the sponsor f private projects, as 


quid pro quo for their willingness to go ahead, exemptions from the act which 

are unnecessary and which, by endangering the etfectiveness of Federal regula- 
tion of holding companies, carry broad national implications 

ir information, I am enclosing a cop: f the resolution on S. 2643 

adopted at the annual convention of the American Public Power Association in 

Los Angeles on April 26, 1956. If it is agreeable to the committee, I respectfully 


kor yo 


equest that thi tter and the enclosed resolution be made a part of the formal 
record of the hearings 

I should like to express again on behalf of the association our appreciation 
for the opportunity to present our views on this legislation and for the very 
competent and fair manner in which the hearings have been conducted by your 


committee. 


RESOLUTION No. 5 


OPPOSING THE WEAKENING OF THE HoLpING ‘‘OMPANY ACT 





Whereas Senate bill 2643 and House bills 6294 and 7554 have been introduced 
n the United States Senate and House of Representatives, respectively, to amend 
the Public Utility Holding Company Act of 1935 to remove automatically from 
the jurisdiction of the Securities and Exchange Commission under that act 
(1) atomie reactor companies which produce only the heat in connection with 
the generation of electricity, and (2) jointly sponsored conventional or atomic 
power projects which meet certain specified standards; and 

Whereas the American Publie Power Association has a direct interest in the 
cost and availability of power produced by privately owned utilities because a 
sizable proportion of its members purchase such power; and 

Whereas the American Public Power Association is concerned about any weak- 
ening of Federal regulation of the privately owned electric utility industry that 
could lead to conditions in the industry inimical to the interests of the small 
locally owned utilities ; and 

Whereas Federal regulation under the Holding Company Act has benefited 
the utility industry, consumers, investors, and general public and has not 
hindered the development of conventional or atomic power projects; and 

Whereas the American Public Power Association agrees with the Securities 
and Exchange Commission that, in view of provisions in existing law for exemp- 
tions which are in the public interest, S. 2643 and H. R. 6294 propose exemptions 
which are unnecessary to the growth of the private electric utility industry and 
the prompt undertaking of privately financed atomic power developmeut projects ; 
and 

Whereas the proposed exemptions would reduce SEC regulation of such 
matters as securities acquisitions by holding companies, political contributions, 


‘ 
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and financial soundness of holding company securities, seriously hamper effec 
tive rate regulation by State and Federal agencies, and open the door to the 
revival of widespread abuses and defeat the purposes of achieving abundant 
low-cost power, both conventional and nuclear: Now, therefore, be it 
Resolved, That the American Public Power Association opposes passage of 
S. 2643 and H. R. 6294 and any legislation proposing similar blanket exemptions 
to the provisions of the Public Utility Holding Company Act. 


PoRrLAND, OrEG., May 10, 1956 


Senator JOHN O. PASTORE, 
United States Senate, Washington, D. C.: 


Defeat of 8S. 2648 vital. It would renew possibilities of financial shenanigans 
in the utilities industry and centralize economic power of Ebasco remnants. 
A. F. HARTUNG, 
President, IWA-—AFL-CI0 














YAKIMA DISTRICT POMONA GRANGE No. 19, 


Yakima, Wash., April 25, 1956 
Hon. WARREN G. MAGNUSON, 


United States Senate, Washington, D. C. 


Siz: It has come to our attention that Mr. John Corette, president of Montana 
Power Co. and vice president of the Pacific Northwest Power Co., in testifying 
before the Senate Committee on Interstate and Foreign Commerce has advised 
amending the Holding Company Act of 1935 to allow private power companies 
and other industries to join together to develop power sites and atomic powered 
generating plants. 

This we believe to be contrary to our antitrust laws and would give the Se 
curities and Exchange Commission no control over such mergers 

We further believe that the United States of America is now overloaded with 
gigantic concerns, not only in the electric business but in other fields as well, 
and such monopolistic practices are not in the best interest of the future of our 
country. 


Therefore, we ask that you use your influence to prevent any further amend- 
ments to the Holding Company Act. 
Fraternally, 


WAUNITA HOLBOURN, Necretary 





PORTLAND, OREG., April 27, 1956. 





Senator PASTORE, 
Senator Office Building, 
Washington, D. C.: 
The Oregon State Grange wishes to protest the passage of S. 2643 as it would 
weaken the Public Utility Holding Company Act and seriously impair the com- 
prehensive development of the Columbia River system. We are strongly opposed 
to the spread of monopolies in the public-utility industry. 
ELMER McCLoURE, 
Master, Oregon State Grange. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C. May 24, 1956. 
Hon. JOHN O. PASTORE, 
Special Subcommittee on S. 2648, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR PASTORE: The Chamber of Commerce of the United States sup- 
ports enactment of S. 2643, which would exempt developers of atomic electric 
power from the Public Utilities Holding Company Act of 1935. 

The national chamber firmly believes the interest of all the American people 
will be best served by expanding competition in the field of atomic energy so the 
maximum benefits can be brought to everyone. Greater competition can be 
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realized only when unnecessary regulatory roadblocks have been removed from 
the path of rapid development by private enterprise of this vast new force of 
energy. One such roadblock is the present burdensome restrictions contained 
in the Public Utilities Holding Company Act of 1935. 

The Holding Company Act was intended to eliminate the pyramiding device 
under which top hoiding companies obtained control of widely distributed 
operating utilities. That purpose has been accomplished. Now, however, as we 
stand on the threshold of the atomic age, the law operates to multiply regulation 
of companies which pool their resources with others in the atomic energy field, 
subjecting them to the regulation of State utility commissions, the Federal 
Power Commission, the Atomic Energy Commission, and the Securities and 
Exchange Commission. 

To obviate this difficulty, the national chamber believes that S. 2643 should be 
enacted as rapidly as possible. 

I would appreciate it if you would make this letter a part of the record of 
your current hearings. 

Cordially yours, 
R. Mites 


CLARENCI 













SEATTLE, WASH., April 27, 1956 


Senator WARREN G. MAGNUSON, 
United States Senate, 
Washington, D.C.: 
We are opposed to passage of Senate bill 2643 which would exempt private 
utility combines from the Holding Company Act. We urge you to defeat this 
bill as not in the public interest, as it will foster monopoly 


A. LARS NELSON, 
Vaster, Washington State Grange 


NORTHWEST Puptic Power ASSOCIATION, INC., 
Vancouver, Wash., April 17, 195¢ 
Re S. 2643. 
Hon. JOHN QO. PASTORE, 
Chairman, Special Subcommittee on S. 2648, 
Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR PASTORE: Supplementing our previous testimony the North- 
west Public Power Association desires to endorse and concur in the testimony 
of the National Rural Electrie Cooperative Association, the American Public 
Power Association, and of Mr. Leland Olds. 

As recently as April 12 our annual membership meeting adopted resolution 
No. 9, reading: 

“We reaffirm our opposition to any amendment of the Public Utility Holding 
Company Act which would legalize superpower corporations such as the Pacific 
Northwest Power Co. Specifically we oppose S. 2648 and H. R. 6294.” 

May we particularly join with the complaint of Mr. Leland Olds that the title 
of the bill is misleading. 

At a time when utility regulation is already seriously weakened, at a time 
when monopolistic influences are becoming felt more and more, this bill is a 
“wrong-way Corrigan.” 

Sincerely, 

Gus Norwoop, 

Erecutive Secretary 


SECURITIES AND ExCHANGE COMMISSION, 
Washington, D. C., June 15, 1956 
Re Proposed Rule U-7. 
Rogert T. MuRPHY, 
Special Counsel, United States Senate, Commerce Committee, 
United States Capitol, Washington, D. C. 
My Dear Mr. Mourpny: Enclosed you will find for your information copies 
of a proposed rule issued for comment by the Commission today, together with 
a press release describing the proposed rule. You will note that the rule is 
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in reactor projects which 
larifying this status with 
se, mean that sponsoring Companies 
tue of their sponsorship and will, therefore, 
1 exemption from the Public Utility Holding 
proposed rule require any filings by the 

Sponsor 
‘The Commission has te omments from interested persons by July 6 
1956, : will appreciate any Comments which you or members of your committee 

ake 
rely yours, 

ANDREW DOWNEY ORRICK 


(/0OR7 MISSITONnGE) 


, 1956] 


kchange Commission 


‘OmMmMiIssion’ 


be a deterrent to participation by private industry) 1 these rtant 


The Commission is anxious to do ‘ itever 


the act, to encourage research and developeme * nucle: reactors by 


»industry. The proposed rule, which amends rul Intended to muke 

that companies ganized in the manner describe in t vould 

not be electric utility mpanies under the act s | ¢ hey are primarily 

engaged in research and development and comply w » filing requirements,’ 

Committees of Congress are considering bills which would amend the Publie 

Utility Holding Company Act for the purpose of encounreing private develop 

ment of nuclear reactors Chairman Armstrong expressed the Commission’s 

belief that the proposed rule wou 
letermining the need for legislative amendment 

According to Chairman Armstrong, the sponsor of a reactor company quali 
fying under the proposed rule would not be a holding company under the Publie 
Utility Holding Company Act solely because of that sponsorship. When the 
reactor company no longer qualifies for the exclusion provided by the proposed 
rule, the ownership of its facilities would have to be rearranged in a manner con 
sistent with the act He stated: “The Commission believes that the exclusion 
afforded by the proposed rule during the research and development period would 
meet the special needs for tinancing of new and experimental reactors and yet 
assure the ultimate organization of nuclear reactor generating facilities according 
to the standards of the Public Utility Holding Compay Act.” 

Chairman Armstrong explained that the definition of “electric utility com 
pany” in the Public Utility Holding Company Act provides that the Commis- 
sion may declare by rule that certain classes of Companies are excluded from 
the definition. The proposed rule would declare that a nuclear reactor company 
is excluded from the definition if (1) its only connection with the production 
of electricity is the ownership of facilities used for the production of heat from 
special nuclear material Which heat is used in the generation of electricity, (2) 
it is organized not for profit, and (3) it is primarily engaged in research and 
development activites. 

Companies claiming a nonutility status under the rule would be required to 
tile certain documents and information with the Commission, both initially and 


] 


ld be helpful to the congressional committees in 
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annually thereafter. Under the rule no filings are required to be made by spon- 
soring companies. The proposed rule would also provide that the Commission 
could challenge the right of a company to the status provided by the rule through 
administrative proceedings, where it appears to the Commission that there is a 
substantial question of law or fact whether the company is entitled to, or should 
continue to enjoy, the status of an excluded company 

For details of the rule U-7 amendment proposal, see Public Utility Holding 
Company Act release No. 13200 












[For immediate release Friday, June 15, 1956] 
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Washington, D. C. 


Publie Utility Holding Company Act of 1935. 
Release No. 13200 








Notice OF ProposaL To AMEND Rute U-7 To Provipe ror A CLASS OF COMPANIES 
DEEMED Nor ‘To Be WITHIN THE DEFINITION oF “ELEcTrRIC Uritiry COMPANY” 








Novice IS HEREBY GIVEN that the Necurities and Exchange Commission upon its 
own motion is considering amending rule U-7 under the Public Utility Holding 
Company Act of 1935 which excludes certain classes of companies from the cate 
gories of “electric utility company” and “gas utility company” as defined in the 
act. The proposal to amend rule U-7 is made pursuant to the provisions 
of setcions 2 (a) (3) and 20 (a) of the net. 

Rule U-7 excludes from the categories of “electric utility company” and “gas 
utility company” certain Companies primarily engnged in other businesses The 
rule provides, in paragraph (a), that such companies, although having a certain 
amount of public utility business, shall not be deemed electric or gas utility com 
panies if their gross sale of electric energy or gross retail sale of natural or manu 
factured gas did not exceed $100,000 for the previous calendar year, which amount 
is computed after excluding certain Classes of transactions specified in paragraph 
(b) of the rule. 

The proposed amendment to the rule specifies a new class of companies which 
would be excluded from the category of “electric utility Company,” namely, 
certain companies whose only connection with the generation, transmission, or 
distribution of electric energy is the ownership of facilities used for the produe- 
tion of heat from special nuclear material which heat is used in the generation 
of electric energy and which companies are organized not for profit and are 
engaged primarily in research and development activities. Companies not other- 
wise subject to the act would not become subject to the act as a result of partici- 
pating in research and development activities with respect to electric energy 
generated through the utilization of nuclear materizl. 

The proposed amendment to the rule would delete “(b)” and the words 
paragraph (a)” from the first sentence of the second paragraph of rule U-7 
and would make that sentence a part of the preceding paragraph. A new para- 
graph (b) would be added to read as follows: 

“(b) (1) Any company whose only connection with the generation, transmis- 
sion, or distribution of electric energy is the ownership of facilities used for the 
production of heat from special nuclear material which heat is used in the 
generation of electric energy shall not be deemed an electric utility company 
within the meaning of section 2 (a) (3) of the act, if such company is organized 
not for profit and is engaged primarily in research and development activities. 

*(2) As a prerequisite to being entitled to the status afforded by subparagraph 
(b) (1) above, any such company shall file with this Commission a statement 
that such company falls within the provisions of that subparagraph, including 
as exhibits (i) copies of its charter, bylaws, and any licenses issued by the 
Atomie Energy Comiission to such company; (ii) a list of its members or stock- 
holders indicating their respective percentages of voting power: and (iii) a 
balance sheet as at the end of the preceding calendar year and an income and 
surplus statement for such year. 

“(3) As a prerequisite to retaining the status afforded by subparagraph (b) 
(1) above, any such company shall annually on or before May 1 file a statement 
with this Commission that such company continues to fall within the provisions 
of that subnaragranh, including as exhibits (i) any changes or additions to its 
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charter or bylaws or list of members or stockholders or uny licenses issued by 
the Atomic Energy Commission to such company since the time of the last filing 
hereunder, and (ii) a balance sheet as at the end of the preceding calendar year 
and an income and surplus statement for such year. 

(4) If it appears to the Commission (on the basis of the aforesaid statements 
or otherwise) that a substantial question of law or fact exists as to whether any 
company is entitled to the status afforded by subparagraph (b) (1), the Com 
mission may notify such company to that effect by registered mail. Thirty days 
after such notification the status afforded by subparagraph (b) (1) shall no 
longer be available to such company, without prejudice to the right of such 
company to file an application for an order granting an exemption from the 
application of section 2 (a) (3) of the act, and without prejudice to any tem- 
porary exemption provided by that section if such an application is filed in good 
faith. The Commission will grant such an application if it finds that the 
standards set forth in subparagraph (b) (1) above are satisfied.” 

All interested persons are invited to submit data, views, and comments on this 
proposal in writing to the Secretary, Securities and Exchange Commission, 
Washington 25, D. C., on or before July 6, 1956 

By the Commission. 

OrvAL L. DuBots, Secretary. 


SMITH, GRAY, Hitt & RovGrxs, 
Portland, Oreg., June 1, 1956 
Hon. JOHN O. PASTORE, 
Chairman, Subcommittee To Consider S. 26438 of 
Committee on Interstate and Foreign Commerce. 
United States Senate, Washington, D. C. 

Drar SENATOR PASTORE: It is our understanding that your subcommittee has 
concluded not to take action at this time on section 5 of Senate bill 2648, S4th 
Congress. Subsequent to the subcommittee having reached such conclusion, 
certain Federal agencies and other persons submitted additional statements and 
memoranda with respect to the construction and effect of section 5 of S. 2648. 

Because of the subcommittee’s conclusion not to consider section 5 at this time, 
and solely for that reason, we have decided not to burden the record with a reply 
to the above-mentioned statements and memoranda. Our action in not filing 
a reply, however, is in no way to be construed as an acquiescence by us in the 
validity of the arguments made or the conclusions reached in such statements 
and memoranda. 

We request that this letter be made a part of the record of tlhe hearings on 
S. 26438. 

Very truly yours, 
GrEorGE L. RODGERS. 








